aids Fe Moin Kimura 


.. Toshio Tino 


‘ oH 
\ & 


THE ANNALS OF THE HITOTSUBASHI ACADEMY _ 


Vol. VI No. 2 April 1956 


HITOTSUBASHI UNIVERSITY 


Hanya Ito—President “ 


Taizo Takahashi, Dean of the Department of Commerce. 
Yuzo Yamada, : Dean of the Department of Economics. 
Iwataro Kubo, Dean of the Department of Law. 


Tokutaro Yamanaka, Dean of the Department of Sotial Science. 


-Shigeto Tsuru, Director of the Institute of Economic Research __ 


Editorial Board of THE ANNALS of the Hitotsubashi Academy — 


Hanya Ito: Chairman 


Giichi Fukami, Yoichi Itagaki, Ichiro Nakayama, 
Zengo Ohira, Hiroshi Sato, Taizo Takahashi, 
Zenya Takashima, Kazuo Tanaka, Seiji Tanaka, 
Shigeto Tsuru, Senroku Uehara, Yuzo Yamada, 


Toshio lino ; Secretary 


THE ANNALS are published in April and October of each year. Copiés are dis- — 

tributed to academic institutions in Japan and abroad, in exchange for publications — 
of a similar nature. For individuals, the subscription price is $ 2.00 per annum, 
single copies $ 1.50. Communications to the Academy should be addressed to the 
Secretary of the Hitotsubashi Academy, Hitotsubashi University, Kunitachi, Tokyo, 


Copyright 1956, by Hitotsu! ashi Academy 


Printed for the Academy by 
The Dobunkan Company, Limited 
Jimbocho, Kanda, Tokyo 


THE ANNALS OF 
THE HITOTSUBASHI ACADEMY 


Vol. VI. No. 2 April 1956 


ON LATENT UNEMPLOYMENT 


aN INTERPRETATION AS 
AN ECONOMIC PROBLEM —— 


By ToKUTARO YAMANAKA 


Professor of Economic Policy and Labour Problems 


I. Low Income Employees in Japan 


In Japan, it is generally supposed that there widely exists a social fact 
which is seemingly just an employment, but in reality a sort of unemploy- 
ment, that is to say, a form of latent unemployment. There are many 
such examples in hef agriculture or fishery just as in other underdeveloped 
countries. We have also in this country a large number of such examples 
in the growing commercial population, though in many industrialised 
countries the development of this industry generally indicates the increase 
of national income. These peasants and small traders belong to the self- 
employed classes. In fact there are in Japan many other examples of latent 
unemployment of even employed workers in manufacturing industries. 

Following is an example of latent unemployment. Japan is often 
called a country of small business. It is true that much more workers are 
in employment at smaller establishments than, for example, in England. 
If we observe the average annual wage income per person for each size of 
establishments in the manufacturing industry, it is seen in general that 
the smaller the establishment, the less the income. But as shown in the 
table cited the wage difference is from 100 to 84 in England, but in Japan 
from 100 to only 45. The phenomenon of wage difference exists every- 
where, but the enormous width of difference in Japan is apparently surpass- 
ing the simple ordinary wage difference. Moreover general wage rate in 
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Japan is known to be low compared with other countries. The low wage 
shown in lower parts of the table indicates therefore extremely low wage 
income. oy 
Anglo-Japanese Comparison of the Number of Employees and the 
Index of Annual Wage Income per Employee according to the 
Size of Establishment in Manufacturing Industry 


Size by Number Number of Employees Wage 
of Employees (%) (size 1000~ =100) 
Japan WRI. Japan U.K. Japan) /\h\ Sinice 
fw &) F 
} ~10 He \ 4.9 
4~ 9 11.0 30.2 
10~19 11~24 12.6 Sal 36.3 90.0 
20~49 25~49 15.8 lee 45.4 92.2 
50~ 99 9.0 10.0 58.5 93.8 
100~199 7.6 12.9 70.8 95.6 
200~499 10.2 19.9 94.1 96.7 
500~999 6.8 13a 103.7 98.1 
1000~ 16.7 28.0 100.0 100.0 
Total 100.0 100.0 
thousand thousand 
(4,815) (7,464) 


Sources—Computed from: for Japan, Census of manufacture, 1952 and for 
U.K., Census of production, 1949. 


Further, in Japan, where an unemployment insurance is now in 
practice, those recorded as unemployed are always not so numerous. Ac- 
cording to an official statement, the rate of unemployment is in 1954 only 
1.4% of the whole labour force or 5.6% of the persons insured against the 
unemployment. These figures give us an impression that a full employ- 
ment was already achieved in Japan. Moreover, such a level of employ- 
ment has always been reported to exist by official statistics ever since the 
World War I. But, in fact these figures show only one side of the 
Japanese labour market. 

Therefore, under such a pseudo-full employment, there are many who 
receive a very little wage, or who are always in search for more favourable 
employment, or who want additional work. For example, according to an 
official estimation for 1952, there were more than 1.6 million wage ear- 
ners, whose monthly income did not reach ¥3,000 being less than 20 
years of age or ¥4,000 being 20 years of age and more. Such a level of 
income, revealed by another official research, meant a living standard which 
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fell short of lowest needs of subsistence. The same report further reports of 
4,2 millions of the self-employed and family workers found chiefly in agri- 
culture whose annual income per person was less than ¥20,000, which is 
recognized to afford barely to sustain a person in case of the self-employed. 
Those persons can not be but called employed. Nevertheless, their posi- 
tion could never be admitted as employed in the modern sense of the 
word. The existence of this group of persons in large number is the 
reason why latent unemployment has been discussed in Japan from an 
early period. 


Il. Disguised Unemployment, Underemployment 
and Overpopulation 


The concept ‘“‘ Latent unemployment” has been put in general use in 
this country since late Dr. Teijiro Uyeda and his associates took notice of 
the fact, availing themselves of the word “‘latent unemployment” for the 
first time, about in 1933, when they were studying Japanese population 
ploblems.' There is not however any agreement about the exact meaning 
of the word. As similar problems have recently come to be widely dis- 
cussed in various international occasions, it seems necessary to have some 
general idea covering these problems which have been raised in various 
connections at home and abroad. 

Here the English term ‘‘latent unemployment” is used, but there are 
many other expressions such as “hidden”, ‘“‘concealed”, ‘‘ potential”, 
““disguised’”’ unemployment or chronic underemployment. These are all 
used as if they were different names given to one and the same fact, but 
it seems to the author that they are not the same in the strict sense. In 
this country the term, ‘‘Senzai-shitsugyo” is widely in use. This term 
means unemployment latent or hidden to outside recognition, which is a 
different phenomenon from the typical unemployment, visible and open in 
the modern capitalist economy. For the English translation of the 
Japanese word, ‘‘latent, hidden or concealed unemployment” therefore 
seems appropriate. In other words, it is a social fact which can not be 
grasped by the concept of unemployment proper. 

For example, this latent unemployment is different from the so-called 
disguised unemployment or invisible unemployment. These chiefly concern 
the facts, which were recognised in British or German unemployment in 
1930s. In these countries, the unemployed who lost the receiving of un- 
employment benefit, were forced to look after some meagre employments 
such as small traders or artisans. These positions must rightly be called 
disguised or invisible unemployment. Nevertheless such facts are nothing 


1 Teijiro Uyeda (ed.), Japanese Population Problems, Vol. II, Tokyo, 1934 (in Japanese). 
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but classical unemployment, so that it is not necessary for us to newly 
form a different category of unemployment concering these facts. 

As to the more or less regular underemployment, it does not always 
mean latent unemployment. Its characteristic lies in its nature, so-called 
part time work. Of course, such part time working system as that 
suggested for the purpose of remedying the insufficient supply of man- 
power as seen in British industries is out of question here. As an example 
in the sense of lack of employment there is a shorter working hour system 
which may happen as a result of depression. Like unemployment it is a 
product of a business cycle. As another type of insufficient working time, 
there is the casual labour as seen in the case of dock labour. This is a 
case of usual underemployment, which results from the irregular organiza- 
tion of labour market. As the third type of underemployment, there is 
the agricultural labour in underdeveloped areas. In this case, labour is 
bound to farms of very low productivity by such a few working days as 
say 100 days annually. These types of underemployment may be called 
latent unemployment, because they are all employment concealing a situa- 
tion which is duly characterized as lack of work. However, some line 
must be drawn between the system of shorter working time resulting from 
business fluctuations and those underemployments of second or third type, 
which exist all the time irrespective of the flow of business. 

To add one other example, the case of overpopulation may be cited. 
It is often said that the so-called latent unemployment is nothing but the 
revelation of an overpopulation. But it is neccesary to clarify what over- 
population means. An overpopulation may exist when the population is 
supposed too large in view of other factors necessary for human existence. 
The growth of population takes various forms such as the birth of child- 
ren, or the increase of the aged or that of the population at productive ages. 
Evidently, the problem of employment is closely connected with the popu- 
lation at productive ages. When the supply to labour market becomes 
unbalanced with other social and economic factors concerning the growth of 
employment, various problems may occur with respect to employment. 
To say that overpopulation means latent unemployment therefore is not 
necessarily a statement concerning population in general, but more specially 
concerning the labour population. Accordingly though it may be undeniable 
that both population and latent unemployment are more or less in close 
relation to each other, the crucial point of the problem lies in the employ- 
ment problem and not in the figures on population. In fact, the problem 
of latent unemployment can not be simply dissolved into pure population 
problemes. 


ul 
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Ill. Formation of the Concept “‘ Latent Unemployment” 


Then what is the nature of latent unemployment as a social fact ? 

Firstly it can be characterized as a form of ‘‘modern poverty,” 
which is not necessarily an outcome of relatively low income. ‘‘ Modern” 
means here that this form of poverty is recognised only in a special condi- 
tion, namely the formation of capitalist production system. In other 
words, without the presence of modern capitalist system the phenomenon 
now considered latent unemployment would never be taken up as a form 
of poverty. The problem of latent unemployment in underdeveloped areas 
began to be discussed after the World War II, but such a situation does 
not mean that the problem was not in existence before. The facts 
which constitutes this problem are of age long existence. Only the de- 
velopment of capitalist system has made people find new problems of po- 
verty in the age long way of life among natives of undeveloped countries. 
And this discovery is closely related to the second point of latent unemp- 
loyment. 

The second point is related to the relation between unemployment 
proper and latent unemployment. Unemployment proper is a representa- 
tion of typical modern poverty. But it is only in recent times that un- 
employment has been recognised generally or officially as a social problem 
inherent to modern industrial organization. Even in the case of Britain, the 
land of classical capitalist production, the notion of unemployment is said 
to have been unknown in the 19th century.” The notion about unemploy- 
ment has developed through three stages since the end of last century. 
In the first stage,-unemploytnent was understood for the first time as an 
industrial problem, of which the responsibility rested chiefly upon industrial 
organizations and not upon personal ability or defects. As a representative 
one of such a trend of public mind, one may cite Beveridge’s ‘‘ Uuemploy- 
ment, a problem of industry,” (1908). Thus, a social insurance system and 
business cycle policy came to fore as remedies for unemployment. The 
second stage coincides with the inter-War period, when many nations ex- 
perienced unprecedented waves of unemployment. This experience further 
promoted the understanding on the part of the general public concerning 
unemployment. In this stage, they were neither allowed any more to stay 
within the limits of one industry or one national economy as they were 
in the first stage, nor to treat the problem chiefly in the aftermath of un- 
employment. It thus became clear that the scope of the problems ex- 
tended far beyond national boundaries and that the problem ought to 
be understood not in the form of unemployment but in that of employment. 


* Clapham, J. H., An Economic History of Modern Britain, Vol. II, London, 1937, p. 
419 is of the similar opinion. 
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As representative works belonging to the second development, we have 
““the General Theory”? by Keynes on the one hand and ‘‘ Unemployment, 
an international problem”, (1935) by Royal Institute of Foreign Affairs on 
the other. —Representing a view which anticipated Truman’s point four 
policy, Wallace’s ‘Sixty Million Jobs” (1945) may also be called the 
American version of this line. Thus, the second stage of development 
widened and deepened the view, which had been established in the previous 
stage. These two stages are however the same in the point that both treat 
only the typical unemployment in the modern industrializd countries. In 
this point the third and latest stage which constitutes the postwar period 
differs from the previous two. The third stage is characterized by the fact 
that the two factors of unemployment are for the first time recognized, one 
the afore said typical unemployment in the capitalist industry and other a 
new type of unemployment in less-industrialised countries which has hitherto 
been treated as employment. The latter is just the latent unemployment 
in the afore-mentioned sense. It is not deniable that the unemployment in 
the broader sense is now widely admitted in various circles both home and 
abroad. We find examples of such an attitude in some official statements 
such as ILO’s report, ‘‘ Action against Unemployment” (1950) and ‘* The 
Economic Background of Social Policy including Problems of Industria- 
lisation,” which was issued in connection with Preparatory Asiatic Regional 
Conference of ILO (1947). Though this new aspect of unemployment is not 
yet fully analysed theoretically, it is clear that the two factors which cha- 
racterized the understanding of unemployment in the second stage, its inter- 
national character and full employment, are functioning to the effect of 
helping people to more deeply understand the problems of unemployment. 
Because people has come to see unemployment in the light of full employ- 
ment and in its international character, they are being obliged to recognise 
the new aspect of unemployment in the fact which has long been passed 
as ordinary form of employment, though of low income and _ produc- 
tivity. Thus, theory of unemployment has now come to deal with the 
most unexplored areas, where hitherto unemployment peculiar to capitalist 
production has scarcely been experienced because of the low level of 
industrialisation. 

Summing up, the deeper understanding of unemployment has opened 
the way recognising hidden or latent unemployment at large. 


IV. Japan and Latent Unemployment 


In the above analysis we have observed the process of formation of the 
concept of latent unemployment in the world during the post-war period, but 
there remains another aspect to be explored concerning the relation between 
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unemployment and latent unemployment. With this aspect we shall be 
concerned next. This is the Japanese experience in the inter-War period. 

As has already been noted, latent unemployment was recognised in 
Japan by late Dr. Uyeda and his associates for the first time in early ’30s. 
What they observed was the gap between the growth of population at 
working ages and that of the unemployed, though no accurate statistic 
figure was available of the latter. In view of this gap they concluded that 
it was farely sure that a part of the population at working ages with or 
without previous job experience was in a state to be called unemployment, 
hidden in some corner of Japanese economy without exposing themselves as 
unemployeds, perhaps for the most part working as family members. By 
this way of inference, they estimated the amount of latent unemployment 
as about 2 millions. 

Since then the notion “‘latent unemployment” has been more or less 
enlarged in Japan and it goes without saying that in Japan unemployment 
was the key to find latent unemployment. Indeed, many who have lost or 
not yet find employment conceal themselves from the group of the unemployed 
as if a river is lost in desert. They consist, it is thought, of two groups, 
one in so-called disguised unemployment and the other, in latent unemploy- 
ment, the latter of which would never be treated as unemployment if 
Japanese economy had experienced no unemployment proper. 

The co-existence of these two groups distinguishes Japan from some 
underdeveloped countries. This is originating from mixed or heterogeneous 
nature of her national economy, whose structure has various elements, from 
highly developed capitalist economy down to traditional agricultural econo- 
my. These elements exist in one national economy inseparavely interwoven 
and influencing each other.: Therefore, when one happens to loose his 
job he will sooner or later join the group in latent unemployment, as if 
they were again employed. This fairly big reservoir of people in latent 
unemployment has seemingly the effect to mitigate the pressur of unem- 
ployment. The healthy development of unemployment insurance is often 
disturbed by such a situation. 

Theoretically unemployment proper or latent unemployment is of 
common nature to a national economy, but when they co-exist, closely 
connected, in a national economy, we need additional and deeper under- 
standing, at least, on the nature, type and conditions of latent unemploy- 
ment. The author believes the problem of latent unemployment in Japan 
demands us to make such observations. 

Recently the heterogeneous nature of Japanese national economy has 
often been pointed out by western observers. For example, a British his- 
torian® said that in the mid-19th century Britain was not yet a nation of 


® Court, W.H.B., A Concise Economic History of Britain from 1750 to Recent times, 
Cambridge, 1954, pp. 177-8. 
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modern factory production in the strict sense of the word, just like Japan 
was in inter-War period. Making such a comparison, he seemingly wishes 
to say that the present mixed nature of Japanese economy is transitional 
as the Victorian economy was. But the factors which determine the forma- 
tion and development of capitalist production in these two nations are not 
the same historically. The present day Japanese economy is an outcome of 
a historical development, in which the modern capitalist production system 
grew up only in close connection with traditional or smaller industries. 
These latter include not only peasant agriculture or small tradings, but 
even some mechanized manufacturing. As the author has written elsewhere, 
their existence should be ascribed to a structural origin rather than to their 
transitional character. They survived the industrial revolution in Japan, 
working for the formation of large scale capitalist production by their side 
instead of being overtrodden by this growing modern capitalist production 
system. They are of course not wholly immune from the every day 
economic changes, but it is also true that Japan can not dispense with 
them now and may be so in the near future. They are not thought as 
being in a mere transitional state. 

It is, further, a matter of course that these sectors of Japanese econo- 
my are not all the reservoire of latent unemployment. But, it is believed, 
they have a general tendency to produce and sustain latent unemployment. 
Then what is this tendency ? 


V. Lack of the Mechanism of Modern Employment 


In order to answer the above questions, it is convenient again to in- 
quire into the appearance of unemployment proper and the conditions in 
which it takes place. 

Typical unemployment, as product of capitalist production, owes its 
birth to social division of labour and the homogeneous national labour 
market. In a capitalist society, wage earners have to be employed by 
some enterprise, that is to say, to be incorporated to capital goods in the 
process of production. Otherwise they are not productive and of course do 
not get any income. Though in a capitalist society competition is the 
rule, labour conditions are often rather inflexible under various influences. 
Though wage is different from place to place and jobless people are usually 
reemployed in a less favourable condition, there is a certain level of wage 
peculiar to the community at a given time. The employment there means 
therefore that at the prevailing wage level. Under the level, there can 


* See my articles: ‘‘ Japanese Small Industries during the Industrial Revolution”’, and 
“The Nature of Small Industries. A Survey of the economic interpretation in Japan’’, in the 
Annals of the Hitotsubashi Univ., Vol. II, No. 1, 1951 and Vol. IV, No. 1, 1953. 
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not be any employment utterly in disregard the personal desire of the 
unemployed. In such a state of affairs, proper conditions are lacking in 
principle to support those in latent unemployment, while some rather 
exceptional chance may be afforded for the disguise of unemployment. 

In other words, the system of capitalist production depends on the 
» social division of labour and capital. The industrial capital develops its 
organic structure accompanying a rapid progress in the productivity of 
labour. A national economy, in which has developed such a modern rela- 
tion between capital and labour, also enjoys a high standard of national 
income. The employment which is placed in these conditions is so-called 
““modern employment.” Typical unemployment can be seen in these 
conditions. 

Latent unemployment is an outcome of the lack of this mechanism. 
However, before inquiring into the reason for the lack, it is necessary to 
add a few words explaining the use of the expression, ‘‘ the lack of mechan- 
ism of modern employment.” It does not simply mean the non-existence 
of modern employment mechanism. In the pre-capitalist world, though 
the whole world was not provided with the mechanism, latent unemploy- 
ment was nowhere recognised. To say that latent unemployment comes 
from the lack of the modern employment mechanism means that certain 
society in question lacks this mechanism, while other nations have that 
already. In other words, the society is unable to develop the mechanism 
in spite of the economic progress by which other nations succeeded in do- 
ing so. Of course, the so-called underdeveloped countries provide us with 
examples. They are backward and poor being provided with little power 
to form and supply industrial capital. In these countries, unemployment 
proper scarcely occurs, but latent unemployment is chronic and regular. 

In the case of Japan, she has been able to develop a power to supply 
industrial capital. In fact she has developed a modern employment mecha- 
nism. Nevertheless, the supply of industrial capital has not been sufficient 
for transforming the whole mechanism of employment from traditional to 
modern, keeping the national economic structure in action. Hence, smal- 
ler industries, generally equipped with machines but much conserving their 
pre-capitalist nature are always in operation closely interwoven with big 
capitalist industries. Unemployment proper and latent unemployment 
come into existence here closely interwoven. This is also the reason why 
unemployment proper may be easily turned into latent unemployment. 
As was formerly said, unemployment proper functions to the effect of 
pressing down the unemployed from higher to lower wage jobs or from 
skilled to unskilled works. Ordinarily agricultural labour or casual day 
labour is the bottom of this downward movement. In spite of this move- 
ment, the unemployed in industrialised countries take the form of unemploy- 
ment in the open light being unable to get reemployed. The society with 
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latent unemployment is further characterized by the fact that against this 
downward pressure, latent unemployment which exists there always and 
widely serves as a reservoir for those who otherwise would be income- 
less as the unemployed proper. 


VI. Family-Labour-Like Employment 


Then, why does the lack of the mechanism of modern employment 
affect the formation of latent unemployment? The state in which exists 
this lack may be called ‘‘family-labour-like” employment. 

Of course, family labour is of a different category of labour not being 
identical with common wage labour. They work with and under the 
direction of the family head. They are not regularly payed and as an 
older type of labour, in general, in low working conditions. What sharply 
distinguishes modern wage labour from traditional family labour lies in 
the fact that labour service is povided in accordance with a rational eco- 
nomic calculation in its modern meaning. It is taken for granted that 
labour in capitalist society freely moves driven by a reasonable economic 
calculation, though the movement is often put under restriction. What 
governs the action of family labour is not so much a free and rational 
economic consideration as irrational and social ties. They constitute in 
Japan 34.7% of the total working population in 1952. The figure is very 
high compared with that in U.K. or U.S.A. They are seen mostly 
engaged in agriculture, but some in commerce or manufacturing indus- 
tries. They often work side by side with ordinary wage employees in 
the same establishment. They do not have any common interests with the 
head of the family as employer, but their low labour conditions have the 
adverse effect to the labour conditions of the wage employees in the same 
establishment, though they may receive in turn some impetus from the 
competition with the latter. 

Wage labourers who are thus under the influence of family workers 
become ‘“‘family-labour-like.” Namely, they do not or can not persue 
their interests from the view-point of their genuine economic calculation 
and allow themselves the lower and more restrictive conditions similar to 
those from which family workers are suffering. This is caused partially 
by their social unconsciousness and economic weakness. 

As is known, the economic activities of older type is lacking the de- 
cision based upon a rational economic calculation. Such activities are by 
no means confined to employees, but seen also among employers. There- 
fore, from the view point of economic calculation, there are the following 
four forms of employment relations between employers and employees. 


' 
‘ 
: 
, A 
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(employer) (employee) 
a) Lacking economic calculation ... Lacking economic calculation 
b) With uf ui apeacking, ut if 
c) Lacking W li ... With Y u 
d) With Ui a ... With iu M 


Combination c) is perhaps practically impossible, as ‘‘lacking” is here 
for not mis-calculation, but without-calculation. Latent unemployment 
may possibly appear in the combination a) or b), because, put in the same 
national market, those who lack economic calculation are naturally weak 
or obliged to forbear worse condition as either employee or employer. 

Those who are connected together in the family-labour-like employ- 
ment contribute to form latent unemployment and they are lacking the 
rational economic calculation. Among them, there are not only the seli- 
employed and family workers but also wage-earners, though this last being 
sometimes excluded from latent unemployment by Western standards.? 
What characterizes them as those in latent unemployment is perhaps found 
in their personal quality. But their existence in large number indicates 
that it is not a personal problem but a social and structural problem as 
Beveridge said about half a century ago as to unemployment proper. 

In other words, latent unemployment is one of the modern labour 
problems originating from a modern economic structure. It is a problem 
of labour, whose income is very low though kept in employment. In this 
sense, it may be against the reality to treat them as the unemployed. 
Notwithstanding, it is impossible to classify them as a form of regular 
employment. Otherwise in Japan nearly all practical remedies against 
unemployment would become useless. It is therefore evident that we have 
to fight at the same time both against unemployment proper and latent 
one. But if we consider the function of latent unemployment to unem- 
ployment proper in a national economy as above, the disposal of the 
former by introducing the modern mechanism of employment will be of 
more primary necessity for a country such as Japan than ordinary steps 
against unemployment. 


5 For example, Nurkse, Ragnar, Problems of Capital Formation in Underdeveloped Count- 
ries, Oxford, 1953. 


FISCAL POLICY AND INDUSTRIALIZATION 
IN JAPAN 1868-1895 


By Moroxazu Kimura 


Professor of Public Finance 


Professor Nurkse has made a substantial contribution to the theoretical 
explanation of capital formation in under-developed countries. After ex- 
amining all possible methods of economic growth in poverty-ridden areas, 
he emphasized the importance of creating a home market in those countries 
where there is concealed unemployment. According to his analysis, what is 
needed most is that the surplus labor in the primitive farm be withdrawn 
and set into work on industrial projects. He discussed the ways and means 
by which the surplus laborers can be fed by the remaining farmers and 
equipped with capital of a kind or Other. 

In this concealed unemployment, Professor Nurkse argued, one can find 
concealed saving. Even before industrialization, the unproductive surplus 
laborers are being fed by the productive laborers; so that the productive 
laborers are performing virtual savings; in other words they are producing 
more than they are consuming. But saving is being swallowed up by the 
unproductive consumption of those people who contribute nothing to out- 
put. The accumulation of capital can be materialized and financed, only 
if a re-allocation of labour is performed in favor of capital projects, pro- 
vided that surplus labor which can be withdrawn without decreasing the 
total farm product, does exist. 

Without the corresponding domestic savings, any increment in current 
income derived from foreign trade cannot secure any net increase in invest- 
ment. Nor can the saving of wealthier people be of much help for the 
formation of capital. The inflow of capital from abroad or foreign aid 
of any kind is neither likely to be adequate in realizing a sufficient capital 
accumulation. 

It is interesting to see that the whole reasoning of Professor Nurkse’s 
theory of disguised saving bears a great similarity to the ‘“‘ Free hands” 
doctrine of James Steuart,! although Professor Nurkse maintained that his 
theory stood midway between the classical and the Keynesian approach. 
In my article? written on taxation and capital accumulation, 1 mentioned, 


* Inquiry into the Principles of Political Economy, 1767. 
* The Annals of the Hitotsubashi Academy, October, 1953. 
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although with some reservations, the validity of the mercantilistic doctrine 
in the transitional period from feudalism to capitalism. 

This paper will treat the process of transforming the unproductive sur- 
plus labor into productive labor by means of fiscal policy in the early part 
of the Meiji Period, from about 1860 to 1895 when the Sino-Japanese War 
was ended. Although Professor Nurkse refers to the dissolutive effect of 
public finance on the over-populated peasant economy by pointing out the 
steep land tax in Japan, he makes little mention of the public debt which 
reached a very large amount in comparison with the small national income 
of the time. In addition, we cannot ignore the important role which the 
reparation payments from the Chinese government played in the fiscal histo- 
ry of Japan. It is quite natural that Professor Nurkse should not worry 
about such a fortuitous event as that, for his main concern was to make a 
theoretical and general approach to the subject. But, I may wonder 
whether reparation payments in such a large amount can be treated in the 
same category as any other foreign investment. 


I. The Agrarian State in 1868 


When Japan was enforced in 1854 to abandon her 250-year-old seclu- 
sion policy, fifteen years before the Meiji Restoration, she was an over- 
whelmingly agrarian state. Immediately after the opening of the country, 
foreign trade showed a rapid progress, causing thereby a tremendous rise in 
the prices of both export and domestic goods. Apparently foreign trade 
had a favorable balance, nevertheless there was a large outflow of gold be- 
cause of the import of munitions (which were not included in the import 
items) and of smuggling which was a thriving business before the Restora- 
tion. 

The revision of the parity of gold and silver contributed also to the 
sharp rise in prices. 

The impact of foreign trade was seen also in the marketing system, 
the manufacturing methods and in some of the farming activities like the 
conversion of cotton crops into the cultivation of mulberry trees. 

But, what the Meiji government inherited from the Tokugawa Shogu- 
nate was still a peasant economy with an insignificant manufacture and a 
comparatively precocious merchant capital. There were 17,319,000 gainful- 
ly occupied people in 1872, distributed as follows: agriculture and forestry 
14,100,000; mining, 6,000; manufacturing, 826,000; fishery, 395,000; com- 
munication, 118,000; commerce, 948,000; public service, 502,000; misce- 
llaneous, 179,000. 

Moreover, the new regime not only succeeded the old debt left by the 
Tokugawa government and many other local governments, but also was 
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confronted with almost unmanageable tasks such as the suppression of un- 
satisfied elements, the abolition of feudalism, the foundation of a unified 
communication system, the unification-of the monétary system, the intro- 
duction of modern manufacture, and last but not least, the completion of 
the national defense. All those tasks could not be accomplished without 
money. How to raise the public revenue was one of the most urgent pro- 
blems that the new government had to solve without delay. However, 
the systematic reform of a fiscal system, needles to say, had to take longer 
time than the government had expected. Thus, the debt came first, in 
either the form of borrowing or issuing money, as the case might be. 

Contrary to the ordinary text book descriptions, modern states emerge 
apparently as insolvent debtors. 


Il. The Meiji Government as a Great Debtor 


In principle the feudalistic wars can be maintained without money. 
But, as soon as the fire arms were invented, ever increasing money ex- 
penditures were needed. The Meiji-regime was supported from the begin- 
ning by the feudal lords, and, as far as the Emperor was concerned, he 
need not provide his army with munition. Nevertheless the war against 
the Tokugawa Shogunate costed more than five million ryo (yen). Viewed 
from the standpoint of those days, this sum was fabulous. The leaders 
of the new government tried every means to raise money, such as: 

(1) Borrowing from merchants in Kyoto, Osaka, Sakai, Yedo (the 
former Tokyo) and many other places. It took a whole year to receive 
in cash the total amount of two and a half million ryo. 

(2) Issuing paper money. At the beginning, the paper money called 
““kinsatsu” (gold backed money) was contrived to provide the compa- 
nies with money capital, and in fact, it was being lent out to local 
governmental companies. But the lack of funds to carry on the war 
compelled the Revenue Office to issue it for the purpose of supplying 
the military with necessary funds. The circulation was extraordinarily 
difficult, because the people did not have confidence in the new govern- 
ment. The successive prohibitions on the undervaluation of the note 
were ignored.? 

(3) The debasement of the coinage. In order to extract a net 
profit of about 400,000 ryo, the mintmasters were ordered to pass 
coins to the amount of four million ryo. 

The Revenue Office scraped together the sum needed from whatever 
sources they could lay their hands on. Under the pressure of circumstance, 


* After the Shogunate regime was overthrown, the value of the Kinsatsu was | Seana con- 
siderably, and the new Government depended largely upon it. 
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the government could not compile the budget at that time, and the exact 
course of the inflow and outflow of revenues was not available until ten 
years later. 

In the meantime, the new government had to engage in a drastic refor- 
mation of the economic, social and political inheritances left over from the 
Tokugawa regime. What was most urgent was, above all, to strengthen 
the political power of the newly established government by converting the 
antagonistic lords and warriors into propitious co-operators. For that pur- 
pose, the new leaders planned to recognize the old feudal feuds by giving 
hereditary pension bonds to lords and warriors. In other words, they were 
compelled to return the land and people to the Emperor, and had no longer 
the right to govern their feuds as such, but they were given capitalized 
pensions in the form of government bonds which, at least in theory, 
enabled them to secure a livelihood. 

As I mentioned before, another important factor, namely, the accep- 
tance of the old debts under which many of the lords had been straitened, 
contributed to the accumulation of public debts. This tolerant measure 
was taken because of the necessity to obtain the goodwill of giant mer- 
chants, who had lent money to the feudal lords. 

The policy of the Meiji government to liquidate the old debt was so 
tolerant as to take over the paper money issued by the Tokugawa Shogun- 
ate and the subordinate feudal lords for the amount of 38.5 million ryo. 
The treasury distributed a new paper money for the sum of 22.6 million 
yen against the old issuance and the 3.45 million yen gold and silver re- 
serves held by the feudal governments. 

It is worth noticing that, besides this, the new regime floated the first 
foreign loan for 4.88 million~yen (£1,000,000) and a second one for 11. 71 
million yen (£2,300,000), both raised in London, in 1869 and 1872 respec- 
tively. The former was for the construction of a railway from Tokyo to 
Yokohama and from Osaka to Kobe, and the latter was to provide with 
business capital to all those who returned their feuds. 

All together, the amount of debts and paper money reached a sum of 
more than 332.6 million yen. The following table shows how large was 
this amount. 


Table 1. Expenditure, Public Debt and Paper 
Money, 1868-1877 (in thousand yen) 


Expenditure Public Debt Government issued 
Domestic Foreign Paper Money 
1868 30,505 — — 24,037 
1869 20,785 — — 50,090 
1870 20,107 — — 55,500 
1871 19,235 — 4,880 60,272 


1872 57,730 VA ra We) 4,880 68,400 
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1873 62,678 24,536 16,104 78,381 
1874 82,269 31,303 15,616 91,902 
1875 66,134 40,916 14,839. 99,071 
1876 68,203 39,771  ~——« 14,893 105,147 
1877 59,308 222,941 13,399 105,797 


The figures audited afterward show that, in 1868, the total expenditure 
was 30,505 thousand yen, while the revenue amounted to 33,089 thousand 
yen, thereby making both ends meet. However, the revenue from taxes 
was in fact only 3,157 thouthand yen, leaving almost all the deficit made 
up by the issue of ‘“‘gold paper” to the amount of 24,037 thousand yen. 
The story was almost the same in 1869 (See Table 2.). 


Table 2. Expenditure and Revenue in 1868 and 1869. 
(in thousand yen) 


1868 1869 
Total Expenditure 30,505 20,785 
Total Revenue 33,089 34,438 
of which Land tax 2,009 33305 
Other taxes - 252 1,124 
Paper money issued 24,037 23,962 
Money borrowed from domestic merchants 3,838 811° 
Money borrowed from foreign merchants 894 100 


(Note: the fiscal year 1868 covers 14 months from January the Ist 
to December the 31st, while the fiscal year 1869 covers the period 
from January the Ist to September the 30th) 


The reason why the new government had to content itself with this 
small amount of tax revenue, is not hard to explain. It was in 1873 that 
the land tax was reformed from top to bottom. Before 1873, the land tax 
had been paid to the government in kind, especially rice. As a matter of 
fact, the feudal land tax was not distinctly separated from the ground rent 
in the modern sense of the word. The reform of 1871, whereby local lords 
had to yield feudal power in their clans and were supplanted by the new 
governors appointed by the central government, meant that farmers should 
be emancipated from feudal duties of any kind and be given the complete 
ownership of the land. The farmers were to have the right to sell their 
lands whenever they wanted, to cultivate them with whatever crops they 
liked, and even to abandon them and move into any other places they 
wished to go. In short, the rigid hierarchical mold and restrictions placed 
upon the peasants were abolished in principle. In order to raise a sufficient 
revenue from the land, the government leaders had to elaborate complicated 
plans to survey the acreage of lands throughout the country and to identify 


the owners of each parcel of land. It took a long time to perform these 
plans. 
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Wl. The Land Tax Refcrm, 1873-1882 


Before the Land Tax Revision of 1873, the government had issued 
certificates of landownership to recognize the private owners of land in 
Tokyo where, despite the restriction upon alienation of land, it had been 
freely transacted and the private ownership of the land had been well 
recognized. The certificates were also given to those who had bought land 
since the removal of the ban against the permanent annexation of land. 
These certificates carried the price of the land according to its sales price. 
But, many difficulties arose as to the ownership and price of the land 
when the certificates were demanded from those in possesion of it because 
they had not yet received them, for there were no exact records of land- 
right neither any reliable transaction price available in regard to it. 

Together with these difficulties, the urgent need of larger sources of 
revenue, necessarily,lead to the fundamental reform of the land tax as well 
as the land system in Japan. 

The basic ideas of the new land tax were: 

(1) To assess the tax according to the value of the land. As I 
mentioned before, the tax had, formerly, been levied according to the 
normal harvest which was estimated officially by the agents of feudal 
lords every year at each village. The new land value was to be 
computed by capitalizing the net earnigs (the money equivalent of crops 
minus the cost of seeds and fertilizer and the sum paid for both the 
central and the local land tax). 

(2) To levy.the tax _at the unified rate of 3 per cent of the value 
of land thus computed. The rate was not to be subject to alterations 
which had, formerly, occured according to good or bad harvests (The 
rate was reduced to 2.5% after the riots of 1877). 

(3) To collect the tax in money. 

Although there were many mistakes and inaccuracies as well as coer- 
cions in the demarcation, survey and classification of the land, the settle- 
ment of the land tax proceeded rapidly in 1876 and sometimes brought 
about so serious opposition among farmers as to force the government to 
reduce the rate of land tax to 2.5 per cent as in 1877. 

In this connection, we should remember that the first consideration of 
the wise officials in the government was to establish a fiscal mechanism 
which could produce a revenue of not less than what the Tokugawa 
Shogunate had actually obtained before. 

According to the final report presented in 1881, the results of the tax 
revision showed a 48 per cent increase in acreage of fields and estates. 
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Table 3. Acreage, Value and Tax of Land 
Wet field Fire field Curtilage 


Acreage (in thousand cho) — == AROS0 1,862 348 
Yield (in terms of rice, thousand koku) 33,209 7,536 2,922 
Average price of rice per koku (yen) 4.185 4.185 4.185 
Rate of interest 6.1% 6.3% 6.0% 
Value of land (in million yen) 1,220 267 134 
Land tax (in thousand yen) 36,604 8,018 4,037 


Note: I cho=2.45 acres 
I koku=5.12 bu. 


In computing the value of the land and the land tax, government 
officials were ordered to follow the examples shown as follows: 


First example (the case of owner farmers) 


RACE vie dice MeO mIcO kit eee nceies At OLOU mete ase ateeme ete 4.800 yen 
Costpongscedswacteneaatemeree 15% of gross return 720 (—) 
(Net return) 4.080 
Wocalitaxarenncne: 1% 
Landitax 2.0.4.0 B96 J AOS Not net. rerirn des. 1 LOS Zen 
2.448 
Capitalization tatwthe rater ot wisaye onc msecewesees 40.800 


Second example (the case of sharecrop) 


Rice yield: 1.6 koku 
Rent received in kind: 1.088 koku ... at 3.00 yen ... 3.264 yen 


Wocaltas: jee ses 1% 
IBGE ARS aaaetood Be 4% of rent received...... 1.632 (—) 
1.632 
Capitalizationvat i hearatel on, msayan4 cee 40.800 
iPevaven Depa Sea acnansed 3. noOnulandeviclhiere.neenermmeeeete 1.224 


Although the examples could be modified with respect to the rate of 
interest, price of rice and gross return, the officials seemed extremely faith- 
ful to them in preventing any decrease in tax payment. As the tax revi- 
sion proceeded, the government gradually became self-confident in raising 
the revenue from the land. On table 4, we can find that the land tax 
steadily attained real importance. 


Table 4. The Land Tax, etc., 1868-1877 


(A) (B)  (B)/(A) (C) (C)/®) 
Total Revenue Tax Revenue Neate: ekcs 
in thousand in thousand % in thousand % 
yen yen yen 
1868 (14 months) 33,039 3,157 9.5 2,009 63.7 


1869 ( 9 months) 34,438 4,399 12.9 3300 AGRO 
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1870 20,959 9 323) Ai-44i5 BPI Sil oS8al 
1871 (13 months) 22,144 2.852" ~ 58.0. 11340. 1) 86-3 
1872 (14 months) 50,445 meas (A338) 20.05 iaes Lome 
1873 85,807 65,014 75.8 60,604 93.2 
1874 73,445 65,303 88.9 59,412 91.0 
1875 (6 months) 86,321 WOs2e.  BRCT ue 67,717) B85 
1876 69,482 59,194 85.2 50,345 85.0 
1877 59,481 BT BOwt SS 7Gk, We. 43,023' 6 28302 


It is quite clear that most of the government expenditures were de- 
frayed by peasants and farmers, who, though freed from the oppressive 
bondages, had to take pains in turning a considerable part of their crop 
into money so as to meet the land tax. 

This was especially true of many small landowners who were living 
in the countryside with no easy access to the national or even the local 
market. 

Whenever fluctuations in the price of rice took place, farmers without 
foresight were compelled to sell their own piece of land and became 
tenants of big landowners or went to the city. These farmers were, in 
most cases, small peasants, who usually could not wait for a rise in the 
price which was always low at the time of harvesting. 


IV. The Civil War of 1877 and its Impact on Public Finance. 


In the fiscal year 1875, about one third of the revenue was being spent 
for supporting the feudal lords and warriors whose hereditary stipend had 
been guaranteed by the new regime. The minister of finance made a recom- 
mendation to the government that all the stipend should be transformed 
into a one-time allowance in the form of a public debt. 

It was foreseen that, with the abolition of the hereditary stipend, the 
last privilege upon which those out of office could hang on, would disap- 
pear. The strong fears of loosing this privilege, together with the disap- 
pointment of hopes over a successful life in government, induced warriors 
to raise rebellions one after another until at last the government was 
compelled to fight in Kyushu against the uprising forces in 1877. 

It was in this bloody struggle that the army of conscripts which con- 
sisted of common people proved for the first time its superiority over the 
warrior’s army. 

The civil war, however, was very costly to the Tokyo government. 
The war was entirely financed by issuing paper money. Government paper 
money was increased by 27,000,000 yen while the Fifteenth National Bank 
also issued bank notes for 15,000,000 yen and lent it to the government. 
The inflationary trend caused by the excessive issuance of paper currency, 
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was accelerated by the distribution of huge amount of capitalized pension 
bonds, which reached a surprising mount of 173,902 thousand yen. 

From 1877 to 1882, Japan was under the pressure of inflation. Prices 
went up, imports exceeded exports, a substantial outflow of species took 
place, and the rate of interest jumped, thereby causing a heavy fall in the 
bond market. 

Table 5 shows the rapid increase in the amount of circulating money. 


Table 5. The Amount of Circulating Paper 
Money, 1876-1881 (in thousand yen) 


Government Bank Total Specie (B)/(A) 
Notes Notes Reserve % 
(A) (B) 
1876 105,147 1,744 106,891 Ia iy 14.2 
1877 105,792 BES 52 119,149 US yiES NA, 
1878 139,418 26,279 165,697 17,837 10.8 
1879 130,308 34,046 164,354 9,966 6.1 
1880 124,940 34,426 159,366 7,166 4.5 
1881 118,905 34,396 _ 153,302 12,699 8.3 


It is important to notice that, although the new banking system had 
been introduced after the American model in 1873, its workings were not 
satisfactory owing to the lack of capital funds that could not be overcome 
even with the protective measures pushed forward by the government. 
When the civil war broke out, the government gave permission to the 
Fifteenth National bank for issuing notes on the public bonds instead of 
specie. The bank notes issued thenceforth were borrowed by the govern- 
ment and spent for purposes of financing the civil war. This is why 
the circulation of bank notes showed a great increase from 1877 and 
afterwards. 

With regard to the development of export and import, we have the 
following figures. 


Table 6. Export and Import, 1876-1882 
(in thousand yen) 


Exports Imports Balance 
1876 ZEEE 23,964 3,746 
1877 23,348 27,420 —4,072 
1878 25,988 32,874 — 6,886 
1879 28,175 32,953 —4,777 
1880 28,395 36,626 —8,231 
1881 31,058 31,191 — 132 


1882 STyT2A 29,446 8,275 
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As mentioned before, the foreign trade had been unfavorable from the 
beginning since 1850’s and almost every year the outflow of specie had been 
taking place. The exact amount of gold and silver that left Japan since 
the opening of the country is not available. Consulting the figures official- 
ly reported, we know that the total outflow of specie was not less than 
70,000 million yen during the period of 1872-1881. And, needless to say, 
it should, to a great extent, be attributed to the adverse balance of foreign 
trade. In other words, Japan cleared the balance of trade with the gold 
and silver that had been accumulated in the country for two hundred and 
fifty years since the exclusion of foreigners from the country. 

As for the heavy fall of public bonds market, the following table 
gives us the whole picture. 


Table 7. The Rate of Interest and 
the Quotation of Public Bond 


Rate of Daily 7% Capitalized 

Interest Pension Bond 
(sen) (yen) 
1878 2.85 83.495 
1879 3.29 81.307 
1880 3.59 71.851 
1881 3.84 69.500 


To evaluate the effects, which the fall of the bond market produced 
on the economic condition of bond-owners, we need to investigate how the 
original bonds had been distributed among the holders of the hereditary 
right to receive rice. 

In 1875, the rice allowance amounted to 3,880 thousand koku, while in 
1876, it was reduced to 30 thousand koku by the compulsory commutation 
of rice allowance. Warriors and lords were to be paid in money, which 
totaled over 17 million yen. This amount was, in turn, commuted to 
bonds. And those who were given bonds numbered around 313,500 people. 
Big lords attained large money fortunes, which provided enough capital 
for industrial or banking enterprises whereas hundreds of thousand of persons 
of low rank had to turn their meager share into money so as to finance 
their daily expenses. Within less than ten years, sixty seven per cent of 
the bonds were sold out by the original owners mostly at a low price. 

Thus, many of the warriors, now deprived of a livelihood, struggled 
for jobs such as lower officials, policemen or officers under the new 
regime. No small number of warriors tried to find their way to new 
undertakings such as sill reeling, tea making, printing, farming, etc., 
though the projects were not always successful except that they provided a 
stimulus to local industries. 
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V. The Liquidation of Paper Money and the 
Public Debt in 1581-1886 ~ 


Under the pressure of the price inflation of 1877 to 1881, the real size 
of the public finance diminished rapidly. The index of the price of rice 
was 221 in 1881 as compared with 100 in 1873 when the land tax was 
revised. This great advance in the price of rice gave landowners the 
benefit of paying less and less tax. The division in the proceeds from 
the land proved to be a great disadvantage for the State (See Table 8). 


Table 8. The Division in the Proceeds from the Land 


State Landowner Tenant Total 
Before 1868, when the tax 
was “paid any kamd@eeeesesereeres: 50 % LS 32% 100% 
In 1873, when it was revised... 34 % Gy 32% 100% 
In 1878-87, when inflation 
tookeplaces fewer reese 11.5% 56.5% 32% 100% 


In order to overcome the financial and economic difficulties caused by 
the excessive issuance of paper money, the government tried hard to 
curtail expenditures and increase revenues. It was in that direction that 
the government gave up the cherished policy of fostering industries by 
establishing and operating model factories of various kinds, and that it 
raised the liquor tax as well as the tobacco tax and created many taxes 
such. as the stamp-duty on the patent medicine, the exchange tax, the 
soya-sauce tax and the confectionary tax. 

Resorting rigidly to a tight-financing policy, the Treasury accumulated 
a budgetary surplus to redeem paper money and to purchase specie. As the 
plan proceeded, the circulation of the government paper money was 
reduced to a reasonable level, thereby restoring the parity of specie and 
notes. A central bank was organized. The exclusive privilege to issue 
notes on convertible reserve was given to it. Most of the 153 national 
banks which had been established during the inflation period with a capital 
of less than half a million yen and a capital invested with hereditary 
stipend bonds, were liquidated. 

Table 9 shows how drastically the whole economic picture was 
changed since 1882. 


Table 9. Circulation of Notes, Price of Rice, 
Exports and Imports 
Government Index of Exports (in Imports (in Balance of 


and bank price of thousand thousand trade (in 
notes (in rice (1868 yen) yen) thousand yen) 
thousand yen) =100) 
1882 143,754 149 Sigihoe 29,446 8,275 


1883 132,275 105 36,268 28,444 7,823 


— 
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1884 124,396 86 33,871 29612 4,198 
1885 118,500 109 37,146 29,356 7,789 
1886 97,302 94 48,146 32,168 16,707 
1887 84,419 84 52,407 44,304 8,103 


Instead of a great rise in prices, a rushing outflow of species or a 
sharp fall in the bond market, now came a fall in prices, an inflow of 
species and an advance in the bond market. Taking due advantage of 
these new developments, the government completely succeeded in its plan 
to consolidate the public debt for the surprising amount of 175 million 
yen. All the loans bearing more than five percent interest were success- 
fully converted into long-term 5% bonds. This convertion resulted in a 
decrease in the debt charges by three million yen a year. 

But, the reverse side of the medal was not so bright. As the tight- 
money policy proceeded, even existing taxes became oppressive, to say 
nothing of the new taxes mentioned above. In other words, even if the 
taxes had not been raised, the Treasury would have been able to obtain 
a greater revenue in the deflationary period, because the land tax which 
formed an important part of the revenue at that time, was levied on the 
value of the land settled once for all. According to an estimate compiled 
by Dr. Yuzo Yamada, the national income produced was 794 million yen 
in 1881, as compared with 710 million yen in 1883. Contrary to this 
sharp fall in the nationl income, there was a considerable increase in 
the national tax revenue; it was 67,659 thousand yen in 1883 as compared 
with 61,675 thousand yen in 1881. As a result, the ratio of the national 
taxes to the national income rose from 7.8% to 9.5%. This was, needless 
to say, a heavy drain upon the source of taxation. 

As will be seen soon, what aggravated the financial difficulties, 
was a continuous increase in the national defense expenditure. In spite of 
a vigorous demand for the land tax deduction, the rate was kept un- 
altered. Consequently, a fifty per cent drop in the price of rice in the 
depression period resulted in a two hundred per cent rise in the land tax 
payments. 

It was reported that, from 1883 to 1890, there were more than 367,000 
cases in which agricultural producers suffered forced sales for arrearages in 
the payment of the national or local land tax. The total amount in 
arrearages was only 114 thousand yen or an average amount of 0.31 yen, 
while the total amount of the loss caused by the confiscation or auction of 
the land was 3,155 thousand yen, or an average amount of 8.31 yen. In 
the single year 1884, the debt of the farmers increased by 150 million yen, 
and from that year to 1886, the sales of the land amounted to 180 million 
yen. The number of those who paid the tax from five yen to less than 
ten yen was 685 thousand in 1887 as compared with 877 thousand in 1883, 
showing a sharp decrease of 192 thousand, or 22%. 
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Under these circumstances, it was unavoidable that poverty prevailed 
among the small farmers. From 1887 on, the revenue from the land tax, 
too, began to show a decline in its absolute as well as its relative 
importance. * 


VI. The Sino-Japanese War 


After a long depression period, Japan emerged as an apparently moder- 
nized country with railways, steamers, factories, a central bank, etc. 
And it is not too much to say that almost all the new establishments 
were either inaugurated or encouraged by the government funds coming 
from the land tax and the public debt. 

The money of the government created not only essential public works 
and services such as telegraph and telephone systems, schools, hospitals, 
laboratories and libraries, but also a heavily equipped army and navy as 
well as the authoritative organizations of administration. 

The political leaders laid much stress upon the national glory or the 
imperial expansion competing with the Western powers so that less 
attention was paid to the importance of the domestic market in the strict 
sense of the word. Instead of being encouraged by the endogenous demand 
in the home market, the transplanted industries were destined to seek 
either the exogenous demand arising from the government or the foreign 
demand from abroad. Although the peasant community was, to a con- 
siderable extent, dissolved by the increased planting of cash crops and the 
decreased home production of handiworks, especially of clothing, the 
impoverishment of peasants caused by the land tax payments and others 
placed a narrow limit upon the domestic market. 

In 1894, the ten year old rivalry between Japan and China for the 
political and economic control of Korea, bursted finally into a war. To 
finance it, the Meiji government resorted again to the public loan in pur- 
suance of the same policy as was employed during the civil war of 1877. 
The cost of the War reached a surprising amount of 200 million yen, 
approximately three times as much as the annual expenditure of the 
government. <A loan of 125,000 thousand yen was raised in lots, and an- 
other temporary loan of 42,500 thousand yen was concluded with the Bank 
of Japan. What made up for the remainder, were transfers from other 
government funds and contributions towards the relief of soldiers. 

It can readily be imagined that the government was confronted with 
great difficulties in floating this much loan in those days, when the ac- 
cumulation of money capital was on such a low level that the total 
amount of bank deposits, excluding current deposits, showed less than 70 
million yen. And yet, it was also impossible to negotiate a foreign loan, 
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since the domestic money market was not effectively connected with the 
foreign money markets owing to the fact that Japan was a silver-using 
country until 1897. This huge amount of 200 million yen raised exclusive- 
ly from the money market within the country, therefore, had a great in- 
fluence upon the economic development of Japan. Another inflation 
occured with a large rise in prices, imports in excess of exports, the out- 
flow of gold and silver, large investments of capital in those industries 
which had a close relation with war, and so on. 

But, at the same time, we should remember that the general level 
of the industrial technique was not high enough to supply war-products 
to the army and navy. As a result, the government had to expand the 
state enterprises such as iron works, munition factories, railways, etc. 

One of the most important results effected by Japan’s victory over 
China, viewed from the financial aspect, was the reparation payments which 
amounted to an amazing sum of 355,980 thousand yen. China was 
compelled to float a loan on customs duties in London so that she could pay 
indemnities in gold in accordance with the demand made by the winner, 
who needed it badly to reform her monetary system on the gold standard. 

While, in general, an unstable monetary and banking system is a 
phenomenon common to under-developed countries, it does constitute a 
fundamental obstacle to their economic development, and to break this 
vicious circle is not easy. Fortunately enough, Japan could afford the 
funds necessary to establish a stable monetary system on the gold basis in 
place of the silver basis, thereby she stabilized her foreign exchange rate. 

In spite of the acquisition of large indemnities, the government was 
still in great financial difficulties owing to the necessity of expanding 
armaments, of improving transportation and communication, and of de- 
veloping Formosa, an acquisition of the war. The largest single item was 
armament expenditure; Japan had to take measures in opposing to the 
Russian advance into the Far East. Thus, indemnities alone, were not 
sufficient to support many colossal projects for further developments, and 
the Diet approved government bills to create a registration tax and a 
business tax, and to raise the liquor tax. Also the tobacco monopoly 
system was inaugurated. The following table shows how the structure of 
tax revenue was changed after the war. 


Table 10. The Structure of Tax Revenue, 
1893, 1896 and 1899 (in thousand yen) 


Before the war After the war 

1893 1896 1899 
Total expenditure 84,581 168,856 254,165 
Total revenue 113,769 187,019 254,254 
Tax revenue 70,004 81,764 145,535 


Land tax 38,808 37,640 44,861 


26 THE ANNALS OF THE HITOTSUBASHI ACADEMY [April 


Income tax 15238 1,810 4,837 
Business tax —— — OO 
Liquor tax 16,637 ~ £9,521 49,009 
Revenue from tobacco 2,640 2,977 1,055 
Customs duties Byles) 6,728 15,936 


The importance of the land tax declined greatly, while that of indirect 
taxes advanced; the amount of the land tax was surpassed by that of 
the liquor tax in 1899. 


VII. An evaluation of the Effect of the Fiscal Policy 
on the Industrialization of Japan, 1868-95 


It is widely known that Japan showed a rapid economic growth during 
the period I am discussing. Within a quarter of a century, her national 
income had trebled (320%); it had been 540 million yen in 1875 as 
compared with 1,725 million yen in 1895. Although, if we take the 
advance of prices into consideration, the percentage of growth drops from 
320% to 233%, despite of this, there is no doubt that the growth of the 
economy was amazing. 

During the same period, the general as well as the employed popula- 
tion showed a great increase, from 33,111 thousand to 42,271 thousand and 
from 17,319 thousand to 24,257 thousand respectively. An increase of 128 
% in the general population, however, did not materially affect the rising 
curve of productivity per head. 


The level of productivity and consumption, 
1928-32 Price Basis. 


bean 


National income. oe 
produced per eer 


<a 
National. income. 
ae spent per head 


—— eee ee ee 


< 
oy 
™ 


S » 
bo) io) 
i) ~ 
~ Sond 


890 


pel > 
D> S 
bac) > 


* 


Yuzo Yamada, Estimates of National Income 
of Japan, Tokyo 1951, p. 143. 
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But, curious enough, the level of consumption per head (basis: general 
population) was becoming even lower so that a greater gap between 
production and consumption appeared. (See the chart on p. 26.) 

This gap was the very sources from which savings and capital were 
pumped up. In this process, the fiscal policy played the most important 
role by distributing public bonds among the old leaders, floating loans, 
issuing notes, imposing the land tax in money, and acquiring a huge 
amount of indemnities. And, from the beginning, the government was 
able to collect funds for the ratio of more than ten per cent of the nation- 
al income. The government expenditure was spent mostly for military 
purposes, or at least for those which are closely related with them. While 
the peasant economy remained almost unchanged in that most of the ten- 
ants had still to pay their rent in kind, large scale industries were trans- 
planted either under Government auspices or even with Government funds. 

We cannot deny that the Meiji regime was considerably successful in 
enabling Japan to emerge as a military power in the Far East, equipped 
with modern industries such as shipping, railways, spinning, steel-manufac- 
turing, and so on. But, on the other side, we should notice that the 
exacting fiscal policy interrupted a normal development of the domestic 
market, and as a result, the enterprisers were bound to rely upon an 
exogenous market created, so to speak, artificially by the Government. 

In the earlier stage of capitalistic developments, or mercantilism, it was 
widely observed that an active demand for munitions gave a great stimulus 
to the modern industries. In this sense, an exogenous demand was the 
mother of capitalism. But, in western countries, it was gradually accom- 
panied by, and afterwards outgrown by an endogenous demand, whereas, 
in Japan, industrialization was constantly under the leadership of the 
Government. Unlike advanced countries, Japan could not wait and see 
things go their natural course. In addition, an unexpectedly easy victory 
over China renewed the self-confidence of the ruling class in assuming a 
responsibility to pursue the expansion policy which surpassed the economic 
ability of Japan. 

Professor Nurkse states in his book (Problems of Capital Formation in 
Underdeveloped Countries, p.154), ‘‘Capital formation can be permanently 
successful only in a capital-conscious community, which is just as impor- 
tant for the continued maintenance as for the initial creation of capital, is 
promoted by a wide diffusion of investment activity among individuals. 
Nothing matters so much as the quality of the people.” It is right to lay 
stress upon the quality of the people. But, it is also necessary to em- 
phasize the structure of the domestic market which is bound to exert a 
definite influence upon the making of the people. If the productivity is 
improved mostly by means of an exogenous demand created by the govern- 
ment, it can hardly be helpful in raising the standard of living. Anda 
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low standard of living is likely to reduce the ability of people to save and 
invest. Owing to the lack of both savings and endogenous demands 
among the people, businessmen are likely to~rely. more on government 
funds and their demands. It is not too much to say that the economic 
development of Japan is characterized by the activities of these busines- 
smen. 


THE PRICE SYSTEM IN THE SOVIET UNION 


By Kazuo NOoNOMURA 


Assis. Professor, The Institute of Economic Research 


I. Problems 


In a certain sense, the bourgeois economics has mainly been concerned 
with the analysis of price and interest rate in studying the economy of 
capitalism. Such an approach has analogously been attempted for the 
clarification of the socialist economy giving rise to a number of misunder- 
standings. For instance, it is a well-known fact that the impossibility or 
the difficulties of the planned economy was concluded from the evaluation 
of the barometric function of prices by some bourgeois economists during 
the course of a controversy on planned economy, which has proceeded 
after the twentieth.! Against such an approach, the analysis of the func- 
tions of prices in the Soviet economy as socialist economy has been 
proposed by those, who positively admit the possibility of planned econo- 
my. Such an attitude is taken for instance by Dobb and Sweezy in their 
theory of planned economy in favor of the Soviet economy. Another ap- 
proach of a similar nature has also been tried by bourgeois economists with 
respect to the turn-over tax. 

This paper was mainly motivated by such a situation, and we shall 
not concern ourselves.in this paper with such an approach itself or the 
criticism and analysis of the price system in the Soviet Union, but confine 
ourselves to its clarification. An analysis or clarification is attempted in 
this paper of the commercial system or the price variation or its mecha- 
nism in the Soviet Union. The first task of the author is therefore the 
clarification of the variety of prices in the Soviet Union, although they 
are sometimes referred to simply as the Soviet price. Such a clarification 
is followed by an analysis of the relations, which are in existence between 
the various constituents of these prices.2 Such an analysis would certainly 


1 The controversy here mentioned of is that centering around the ‘‘theory of economic 
calculation,’’? which was presented by a number of bourgeois economists, who observed the 
Soviet socialist system in it infancy in twentieth. The theory was proposed for the purpose of 
disapproving the possibility of the planned economy. Among the exponents of the thoeory are 
Ludwig von Mises, Max Weber, Boris Brutskus and F. A. Hayek. The third part of Sweezy’s 
*“Socialism”’ constitutes a critical introduction to the theory, altough it is somewhat too in- 
troductory. 

2 Cf. Maurice Dobb, Soviet economic development since 79/7, London 1948, Chap. I.; Paul 
Sweezy, Socialism, 1949, Pt. 3. 

3 In view of the limited length of the paper, we shall confine ourselves only to the first 
problem and the second one will be fully discussed at another occasion. 
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has its own merit. It however remains preliminaries to other more de- 
tailed studies and is elementary in such a sense. The author nevertheless 
dares to designate the proposed study as elementary not only in the sense 
that it provides us with the starting point of our further discussions, but 
in the sense that it is the very foundations on which any scientific discus- 
sion on Soviet economy is based and without which the scientific nature 
of the discussion is not guaranteed any more. 

Even if we do not dash to such an excuse for remaining ‘‘elementary” 
in our subsequent discussions, it is easy to see that the study of the 
Soveit prices has a significance different from that of the price system in 
capitalist countries, because the prices in the Soviet Union are the so-called 
planned prices as will be explained in what follows and are therefore not 
under the direct influence of the relation between demand and supply. In 
the Soviet Union, the institutional factors therefore play a very important 
role in determining or changing prices. This is the main reason why we 
shall be concerned in what follows mainly with the institutional side of 
the prices in the Soviet Union. 


Il. Prices of Manufactured Products 


(1) Retail prices and wholesale prices 
a. Retail prices 


““The state retail price is the final price, at which citizens and kolkhoses 
buy goods from the state or cooperetive retail business.” The state 
retail price (rocynapcTBeHHBIe po3HM4HBIe weHE, Staatliche Einzelhandelspreise) 
here mentioned of is in the first place the universal price (equuie yensi) and 
at the same time the planned price.°® 

The present system for planned prices was first introduced in the 
period from 1930 to 1935. Up to this time, the highest price and the 
highest commercial price were fixed by the government and dealings were 
carried out by commercial agencies at the price thus fixed. In 1930, three 
fourth of all the dealings concentrated on the state or cooperative business. 
In view of this fact and the reform of the tax system in 1930 (which was 
adopted at the central committee of the party on December 5, 1929 and 
put in effect on September 2, 1930.) as well as that of the banking system 
in the same year, it can be said that the present system of planned prices 
was founded in the period from 1930 to 1935.° 

This period at the same time conincided firstly with the establishment 
of the socialist economy and secondly with the abolishment of the rationing 


* JI. Maiizen6epr, LleHoo6pasopaHve B HaromHOM xo3siictBe CCCP. 1953., crp. 149. 
° Hans Langer, Das Preissystem ee Big bf Sarvegee Berlin 1953. S. 16. 
®° Hans Langer, a. a. O. SS. 41-43 
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system. Laying aside the former, which is too well-known to be described 
here, a brief account of the latter is better made here. After the ration 
system during the War Communism (1918—1920), the system was again 
put in effect in 1928, while the so-called commercial dealings (Komm- 
epuecKaa Topropia; Kommerzhandel) were also put in practice in the follow- 
ing year allowing some commercial activities outside the rationing system. 
In 1932, the scope of the rationing system was reduced and the free mar- 
ket was officially approved. In 1933, 40% price reduction was put in effect 
and the rationing system was abolished in 1934. Simultaneously with the 
abolishment of the rationing system the present system of prices was es- 
tablished. (It is said that 47% and 35% reduction of prices were put in 
effect respectively in 1935 and 1936, while the price reduction from 5 to 
16% was made of manufactured goods in July, 1937.7) Summing up, the 
establishment of the present price system in the Soviet Union conincides 
with the period, at which the Soviet government succeeded in Socialist 
industrialization (1935—36) as well as the collectivization of agriculture and 
establishment of socialist economy, while the production and distribution 
of necessaries of life were much improved as a result of the successful 
execution of the second five-year plan. 

As was mentioned above, the state retail price is universal through- 
out a region. Therefore, some commodities are on sale at a price, which 
is the same only within a certain district, while some others are sold at 
the same price throughout the whole Union. The former is called the 
union price (cowsHne went), while the latter is designated as the local 
price (moscupie uentt).® In the former are included the goods, which are 
handled in large quantity (such as textile, tobacco, toilet articles, tea, 
fuel and spirits.) On the other hand, the latter include grains, animal and 
plant oils, manufactured meats and margarine. The mechanism of the 
price determination of these goods will be summarised in what follows. 

The retail prices at restaurants and hotels should be discussed separate- 
ly. In accordance with the nature of the facilities, at which the com- 
modities are on sale, their prices are divided into three categories, while 
the prices are classified into two according to the character of their own. 

From the stand-point of the price policy of the Soviet Union, restau- 
rants and hotels are classified into three categories in accordance with the 
facilities at their disposal. In the first category are included restaurants, 
high-class cafes and the dining rooms attached to national theaters, while 
in the second category are included hotels, public dining rooms, ordinary 


7 Hans Langer, a. a. O. SS. 92—93. —The rationing system was put in practice during the years 
from 1928 to 1934 and from 1941 to 1947. About the reintroduction of the rationing system 
during the World War II and its abolishment, refer to author’s ‘‘ Economy of the Soviet 
Union”’ (in Japanese) (Iwanami-Shoten, 1953), pp. 54—57, pp. 168—176, and ‘‘ Studies on Soviet 
Economy”’ (in Japanese) (Keiso-Shobd, 1954), pp. 140—153. 

® Axanemua Hayk CCCP. Tlommtuyeckan skKoHOMMA. YuebHuK 1954r., crp. 512. 
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dining rooms, tea houses and cafes. On the other hand, to the third cate- 
gory belong the branches of the dining services, which are operated for work- 
ers and students. Such services are provided freé of charge with place, 
illumination, heating, water supply and transportation equipments by the 
organization or school, at which the branch is located. In other words, 
these branches constitute the dining rooms attached to these factories, 
clubs and schools. The prices of commodites on sale are therefore highest 
at the facilities of the first category followed by those respectively belong- 
ing to the second and third categories.*® 

Another factor, which is responsible for the determinatiori’ of the prices 
of the commodities available at these public places is the kinds of these 
commodities. Those which are sold at the union or local prices are also 
on sale at these prices and such things as tobacco, match and bread come 
under this catogory. On the other hand such things as fruits, cakes, 
sweets and refreshments are available at the prices respectively with 20 %, 
10% and 5% commercial extras (Haxunxa; Handelszuschlage) at the above- 
mentioned three kinds of facilities. Furthermore, tea, beer and alcoholic 
drinks are sold in glass or cup at the prices, which depend upon the nature 
of the facility. Lastly, the meals, -which are served at these facilities, are 
available at the retail price within the limits set by the Ministry of Dom- 
estic Commerce in accordance with the category of the meal and facility, 
at which it is served.?” 


b. Wholesale prices 

The state wholesale price (rocynapcTBeHHEle onToBEe weHEI; die staatliche 
Grosshandelspreise) is the supplier’s price, at which commodities are deliv- 
ered from the sales center of each industry to other socialist enterprises or 
commercial organizations.!! 

Just like the state retail price, the state wholesale price is also univer- 
sal. In fact, the unification by planning of these state wholesale prices 
is the very foundation of the similar unification of state retail prices. 
““One of the most difficult problems in determining prices in industries 
under a socialist regime, is to establish a unified price system for manufac- 
tured goods, more exactly, to fix a price, which is universal to one and 
the same kind of commodities.”!” 


* G. L. Rubinstein, B.I. Gogol, A.G. Kulikow, W. I. Moskwin, Die Oekonomik des 
Sowjethandels, (Gesamtredaktion M. M. Lifiz.) Berlin 1953. SS. 547—8. (The original of this 
book was published in Russian in 1950. IIpob. I. JI. Py6unmretiu, nou, B. HW. Poronb, nou. 
A. I. Kymuxos, nou. B. WM. Mockeux, nom penaKmuei mpodb. M. M. Jiuduua, OxonomuKa 
COBeTCKOH Topropmu. MocxKsa 1950r.) 

As the Russian edition is not available to the author, all the references in this paper are to 
German translation of it above cited. 

 G. L. Rubinstein et al., a. a. O/ S. 548. 

Cm. JI. Mattzen6epr, Tam oKe., ctp 93., Vel. Hans Langer, a. a. O. S. 50.—Wholesale 
price of agricutural products will be dealt with later on. : 

“= G. L. Rubinstein et al., a. a. O. S. 551. 
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Nevertheless, the unification of the price system and the requirement 
for its planning are inseparably connected with the economic system of the 
Soviet Union. Such a close connection is for instance evidenced by the 
revision of the wholesale price system, which was put in effect on January 
1, 1949. As a result of the revision, the unification of the whalesale price 
system (the same price for the same commodity!) was strengthened with the 
effect of changing the relation in the price system of various commodities. 
The revision had also the effect to strengthen the role, which would be 
played by the wholesale price in improving the productivity of labor as 
well as in more successfully managing the enterprise of independent finance. 
At the same time, the subventions given to the heavy industry (gorauua; 
die staatliche Subvention) was abolished.4? The Soviet Government was 
induced to take such a measure mainly because of the close connection 
between the unification of the wholesale price system and the improvement 
of labor productivity on the one hand and the extension of the independ- 
ent finance system on the other. These points will further be elaborated 
in what follows. (See Table 1.) 


Table 1. Relation between costs and profits unit: rouble 


State universal price _ A enterprise B enterprise C enterprise 
(wholesale price including 100 100 100 
turn-over tax) 

Costs (a) 40 45 50 
Mean planned costs 45 45 45 
Mean profits (10%) 4.5 4.5 4.5 
Turn-oxer tax 50.5 50.5 50.5 
Wholesale price excluding 49.5 49.5 49.5 
turn-over tax : 

Net profit (b) : 9.5 4.5 -0.5 
b/a (%) 23.75 10.0 -1.0 


Source of information: Hans Langer, Das Preissystem der Sowjetunion, Berlin 1953,S. 30. 
Remarks: Figures not in gothic indicate the part fixed by state, while those in gothic are 
the one each enterprise has the right to change. 

As is clear from the above table, the enterprise with higher produc- 
tivity has the plivilege of gaining more than those with lower productivity 
and higher costs, in case the wholesale price be fixed the same. It is 
shown that they sometimes even suffer from substantial loss. If no sub- 
vention is granted and no exception allowed of the wholesale price, the 
only way left for these losing enterprises is the reduction of costs. In 
such a way, the universal system of wholesale prices and the independent 
finance system are functioning to the effect of forcibly highering produc- 
tivity. 


18 Hans Langer, a. a. O. SS. 60—67. 
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More detailed descriptions will be made in the sequel of those factors, 
which have the effect of determining prices. But, the problems concern- 
ing the turn-over tax will be here taken up in reference to the classifica- 
tion of wholesale prices. The turn-over tax is not levied upon most of 
the production goods. Accordingly, the wholesale price of goods, such as 
coal, timber, chemical products and machines, is simply the sum of the cost 
and the profit of the enterprise concerned and does not include the turn- 
over tax and the extra for the wholesaler.14 The prices of cement and 
metallurgical products also do not include the turn-over tax, but include 
profits as well as the expenses necessary for wholesaling.!* Such an extra is 
not required with respect to the goods of the former category, which are 
directly delivered to consumers without passing through any wholesaler. 
On the other hand, cement and metallurgical products are delivered to 
consumers only through the respective wholesaling organization of the indust- 
ry concerned, which demands the said extra charge for delivery and sale to 
outside consumers. (Such a price is called the wholesale price of the in- 
dustry. (onToBEle WeHbI Mpombmnennoctu) and will be discussed presently.) 

The turn-over tax is levied upon all the consumption goods and oil, 
which is one of the production goods.1® The wholesale price of these goods 
is therefore the sum of the cost, profit of the producer, turn-over tax and 
the expenses as well as profits of the wholesaler. 

In case the turn-over tax is not levied and the enterprise is itslef re- 
sponsible for delivering the produced goods to consumers without going 
through any intermediate organization, there is no difference between the 
wholesale price of the enterprise (onropsie yen! mpenmpustua; die Fabrikgross- 
handelspreise) and that of the industry, to which the enterprise in question 
belongs (ontossie WeHE! MpompuenHoctu: Industrie-grosshandels-preis). (Exam- 
ples: coal, timber, chemical products and machinery.) On the contrary, 
these two kinds of wholesale prices are not the same, if the turn-over tax 
is levied, or the collection of products is made by the industry for the 
common delivery to wholesalers. (Examples: cement and metals)!’ 

At any rate, the wholesale price of the enterprise is most important 
and the plan for production is made taking into consideration the price. 
“The amount of production in an industry should be planned in ac- 
cordance with the wholesale price of the enterprise and the unit quantity 
of the production.”?® 


14 JI. Matizenpepr, Tam Ke. cTp. 93. 

*® JI Malizenpepr. Tam Ke. cTp. 94. 

16 JI. Mavisenpepr. Tam Ke. cTp. 94, 

7 Jl. Matizsenpepr. Tam xe. ctp. 94. These two kinds of wholesale prices were formerly 
designated as respectively delivery prices (oTnycKHble wWeHbt) (which corresponded to the 
wholesale price of the enterprise) and wholesale prices (which corresponded to the wholesale 
price of the industry concerned being alive OMTOBBbIe IeHEI.) 

** G. L. Rubinstein et al, a. a. O. S. 
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Table 2. Reduction rates of the wholesale prices 
on July 1, 1950 


Percentage to the price as on January 1, 1949 


Iron ore 20 % 
Steel 37—A7 % 
Compressed pig iron and steel 15—50 % 
Synthetic texture 10 % 
Chemical products 20 % 
Cement F 20 % 
Benzene 20 % 
Machinery and equipments 20—30 % 
Railway transportation fee 10—40 % 
Waterway transportation fee 15—25 % 
Motor car transportation fee 8 % 
Cart transportation fee 12% 


Source of information: Hans Langer, Das Preissystem der Sowjetunion, Berlin 
1953, S. 68. 


Figure 1. Structure of state retail prices 
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Source of information: G. L. Rubinsten, B. I. Gogol, A. K. Kulikow, W. I. 
Moskwin: Die Oekonomik des wareatendelsy Oe M.M. 
Lifiz) Berlin 1953, . S44. 


Figure 2. Construction of state retail prices (Chart for explantion) 


Raw materials and main materials 
Supplementary materials—— 

Fuel Direct expenses 
Water 
Wage 


Indirect expenses within 
the industry nega expenses 


Indirect expenses within 
the enterprise 


'_Manufacturing cost— ; 
—Commercial eost 


Expenses for sale 


Ranmececcises Profits of the enterprise 


wholesaling organization |_Djscount for wholesaling organization— 


Profits of wholesaling ——  ~ 
organization 


[eaiiolesale price of the enterprise 


Running expenses for 


Turn-over tax SET ralecate price of the rates 
commercial organization /—-Commercial expenses 


Profits of commercial 
organization 


Retail price 


As was already mentioned, state retail prices have been cut down as 
often as seven times from 1947 up to 1954.19 With respect to whole- 
sale prices, the price reduction was made on January 1, 1950, of metals, 
chemical products, construction materials, timber, wood products and ma- 
chinery as well as of railway transportation fees. The price cut was 
shortly followed by another more extensive one in July, 1950. (See table 
2.) On March 1, 1951, the wholesale price reduction was made of the 
products of light and food industries.2” Seeing from a more general point 
of view, it is observed that the reduction of state retail prices has been 
based upon that of state wholesale prices, which is made possible only by 
the reduction of the constituent part of wholesale prices such as original 
costs and. the turn-over tax. 


19 See (7). 
*0 Hans Langer, a. a. O. S. 68. 
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(2) Components of the price 

The structure of the state retail price is illustrated in Figure 1, which 
is also presented in a more explanatory form in Figure 2. 

Following is an example, how the actual process of price determina- 
tion takes place. As is clear from Table 1, which illustrates the relation 
between the cost and profit, the turn-over tax and the profit are dictated 
by the state. As a result, the original cost is practically dictated by 
state and the difference between the planned cost and actual cost is the 
gain or loss of the enterprise in question. With such assumptions, we 
next present an actual case of price determination, which is due to Hans 
Langer. (1) The retail price is 1,200 rubles, (2) The turn-over tax is 20% 
of the wholesale price (the wholesale price of the industry) including the 
turn-over tax, (3) The planned profit is 5% (the wholesale price of the 
enterprise) excluding the turn-over tax, (4) The commercial expenses 
(Handelsspanne) are 5 % of the retail price. With such assumption, vari- 
ous rates are all statutory and the actual price is calculated as in Table 
3. In this case, if the cost is more than 866 roubles 40 kopeck, the profit 
is less than 45 roubles 60 kopeck and. conversely in the converse case. 


Table 3. Process of price determination 


Planned cost 866.40 
Planned profit of the enterprise 45.60 
Wholesale price excluding the turn-over tax 912.00 
(wholesale price of the enterprise) 

Turn-over tax 228.00 
Wholesale price including the turn-over tax 1140.000 
(wholesale price of the industry) 

Commercial expenses 60.00 
Retail price 1200.00 


Source of information: Hans Langer, Das Preissystem 
der Sowjetunion, Berlin 1953, 55. 16—17. 


a. Costs 

The following points are worthy mentioning of costs (ce6ecroumocts 
die Selbstkosten). 

(1) Ina long run, the cost constitutes the basis of the wholesale 
price, but in the actual process of calculating the price, the wholesale 
price has the effect of determining the cost. 

(2) In the formation of the price, the cost is determined not by the 
actual costs, but as the planned cost. 

(3) In the Soviet economy, the cost is in the tendency of decreas- 
ing and much effort is being made for its further reduction. 
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In a speech entitled ‘‘New situation New tasks of economic con- 
struction (HoBaax o6ctaHopKa—Hopple 3aaun Xo3aHHCTBeHHOrO CTpOHTesIECTBA), 
which was delivered by Stalin on June 23, 1931; he urged the Soviet 
heavy industry, in particular, its machinery producing department to free 
it from its dependence upon the income from light industries or agricul- 
ture, as had been the case so far. He further pointed out that the source 
of funds necessary for it was the reduction of prime costs.” 

The reduction of prime costs has the effect to realize higher profits 
promoting the accumulation of funds. The reduction of costs is therefore 
one of the tasks of primary importance. At the same time, it always 
involves many difficulties as is illustrated in Table 4. In fact, the reduc- 
tion of costs never attained the goal as set during the course of the second 
five-year plan. 


Table 4. Plan of reducing costs and results 
in the second five-year plan 


Year Reduction planned Result 
1933 vo 0.5 
1934 “4,7 Sa 
1935 6.7 4.1 
1936 7.4 4.0 
1937 8.2 0.1 

Total 26.0 10.0 


Source of information: Hans Langer: Das Preissystem der 
Sowjetunion. 1953. S. 58. 

At first, the enlarged reproduction of the heavy industry was only 
made possible with the income from agriculture and light industries. Such 
a situation was mainly due to the underdevelopment of the Soviet economy 
at large. In other words, costs were higher than wholesale prices giving 
a room for raising profits. The turn-over tax was naturally not levied 
upon the products of heavy industries, while the resulting loss was taken 
care of by subventions. ‘“‘In case the price be lower than the planned 
cost, the resulting loss should be covered by the financial funds (govern- 
mental subventions). ...These subventions made a positive contribution to 
the development of heavy industries during the first five-year plan as well 
as at the beginning of the second five-year plan, which laid down the 
foundations for the industrialization of the sociaslist economy.”* In April, 
1936, a decree was enacted to the effect of abolishing the system of gov- 
ernmental subventions to heavy and timber industries. 


*) VY. B. Cranuy, Couwnenna, T. 13, crp. 74-76, 77-78. 
* G. L. Rubinstein et, al, a. a. O. S. 551. 
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The war economy, which was started in 1941, changed the whole 
situation. ‘‘The governmental subventions were made necessary in order 
to keep the price of producing means at the same level as that in per-war 
times.”*4 The system of subventions thus introduced was again abolished 
between 1949 and 1950."° Thus, the relation between costs and profits as 
constituent factors of the wholesale price, which has hitherto been confined 
to light industries, was for the first time extended to heavy industries. 
(With respect to the turn-over tax, they are not the same.) 


b. “Profits 

Together with the turn-over tax (Hanor c o6opota; die Umsatzsteuer), 
profits (mpu6nimb) is a social net income (unctsIti noxom o6uectBa) constitu- 
timg a basis for the accumulation—enlarged reproduction.** This corre- 
sponds to what has hitherto been called ‘‘surplus products.” 

The profits as accumulated funds are different from the turn-over tax 
with respect to the facts that the latter plays a very important role in 
the Soviet economy providing it with means of collective accumulation 
of funds, while the former has played but a trivial role in the Soviet 
economy in spite of its being a source of the self-investment of each en- 
terprise.”” 

Taking into consideration the above characterization of profits, the 
profits raised by each enterprise are classified by their use as follows: —(1) 
The self-investment to the enterprise, (2) the increase of circulating means 
of the enterprise, (3) the funds for the extension of the enterprise, (4) the 
covering of the planned loss and (5) the transfer to the director’s funds.*8 

For the items (1) and (2), 20—25% and the amount up to 60% are 
respectively used of the profits, while the transfer to the director’s funds 
(boum uupextopa; Direktorfond) is different in each industry. It is 1—5 %, 
1%, 2% and 2.5% respectively in manufacturing industries, commerce, 
construction and various enterprises supplementary to agriculture such as 
M.E:S,4* 

What has generally been stated about the functions of profits in the 
Soviet economy should also be taken into consideration in observing the 
determination of the amount of profits. The profits of an enterprise are 
fixed by state as planned profits, which are the left-overs of its social net 
income, a large part of which is taken away by the central government. 


*8 G. L. Rubinstein et al. a. a. O. S. 
#4 G. L. Rubinstein et al. a. a. O. S. 
25 G. L. Rubinstein et al. a. a. O. S. 

concerned with wholesale prices. 

26 Cm. TlomututecKad SKOHOMHA. yyeOHuK. cTp. 473— 476. Also refer to my paper, ‘‘Ac- 

cumulation in the Soviet Econotny’”’ in Economic Review (in Japanese) Vol. 5, No. 4, p. 273. 
27 This point was already mentioned. Refer to loc cit. ‘‘ Accumulation in the Soviet,’’ pp. 

271, 273 and 274. 

*%* Hans Vanger, a. a. O. S. 23. 


ile 
551. 
551. This point was already in II. (1), (b), which is 
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The profit rate (ypopexb peHaT6embHocTu) in Soviet industries is calculated 
as follows: —Suppose the amount of production be 15 million roubles in 
terms of the wholesale price excluding the turn-over tax (the wholesale 
price of the enterprise) and the cost be 10 million roubles, then the profits 
are 0.5 million roubles with the profit rate, which is calculated as follows: 

10,500,000 roubles — 10,000,000 roubles ay aye 
10,000,000 roubles pare 

As for the relation between the reduction of cost and profit rates, 
‘‘The rate of the increase of profit is surpassing that of the cost reduc- 
tion and the profits rate is increasing more rapidly than profits themselves.’””® 
In the above example, letting the cost be reduced 10%, the profits which 
are calculated as follows: 


10,500,000 roubles — (10,000,000 roubles 


100 — 10 
100 
become three times as much, while the profit rate, which is: 
10,500,000 roubles — 9,000,000 roubles i, a 
9,000,000 roubles ADO ieeethses 
becomes more than 3.3 times as much.” 


)=1,500,000 roubles, 


- 


c. Turn-over tax 

The author has already published a paper concerning the turn-over 
tax (nanor c o6opora; die Umsatzsteuer). See ‘“‘The Accumulation in the 
Soviet Economy” in ‘‘The Economic Review” of the Hitotsubashi 
University, Vol. 5, No. 4. As there are many problems involved in the 
turn-over tax, detailed analyses will be left to another paper to be 
devoted to these problems. 


d. Commercial expenses 

The commercial organizations purchase goods at the wholesale price 
of the respective industry and sell them at the state retail price. The 
difference between the former and the latter is commercial expenses 
(ropropas Hayenxa; Handelsspanne). By commercial expenses, the com- 
mercial organization covers its circulation expenses (n3nepxxKu o6palleHua), 
while its net income (uucturi moxom) (i. e. profits (mpu6zimy)) is also ob- 
tained from it. In most cases, commercial expenses are calculated as a 
discount fixed in advance in proportion to the state retail price. In 
some other cases, the expenses are raised as an extra (Harugxa) to the 
wholesale price.*? 


= JUS Mavisenpepr, Tam xe; cTp. 72. 

*° In view of the limited length of the paper, more detailed explanation will not be attempted 
here. Cm. TlonuTuyeckan Oxonomua. Yue6uuk. crp. 513; JI. MatseHaepr, Tam oKe, cTp. 84—92; 
Hans Langer, a. a. O. SS. 34—37; G. L. Rubinstein et al., a. a. O. SS. 565—578. 
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Ill. Prices of Agricultural Products 


In the Soviet Union, agricultural products are placed on commercial 

routes through the following channels: (1) the spot trading with tractor 
stations (uatyponmata M. T. C.), (2) the state procurement of the agricul- 
tural products compulsorily delivered from kolkhoses, (3) the procurement 
by reservation of manufactured agricultural products based upon the con- 
tract between state and the kolkhos, (4) the free delivery of surplus 
agricultural products to co-operatives and governmental organizations, and 
(5) the sale through commercial net-works of kolkhoses.*! 
; The system of compulsory delivery (O6sa3atenbunie noctaBKu; die Pflich- 
tablieferung) was first put in practice with respect to the grains produced 
in 1933. From 1940 on, the system has been enlarged and revised with a 
view to applying it to other kinds of agricultural and live-stock products 
and the producers of agricultural products owe a duty to state of selling 
their products to it. The amount is fixed as the ‘“‘norma’” of the com- 
pulsory delivery (nopma o6samatembunrx mocta6ox) and the basis of the price, 
at which the producer delivers the products to state, is the procurement 
price (saroroputembuble yeHtt; die Beschaffungspreise). 

The contract system (koutpaxtauua; das Konstraktsystem) is now in 
practice mainly with respect to manufactured agricultural products and 
these agricultural products are delivered to procurement organization accord- 
ing to such a contract. Now that almost all the industries are state- 
owned, the kolkhos (or individual farmer), which produces manufactured 
agricultural products, are not allowed to sell its products except through 
state procurement organizations and the price of such a procurement is 
called the procurement price.** 

The compulsory delivery and that by a contract are called the state 
procurement (smarotopxa, staatliche Beschaffungen) and these deliveries are 
made at the procurement price (saroTropuTembHnie yweHHI; die Beschaffungs- 
preise). On the other hand, the delivery in the case of (4), and the price 
of such a delivery is the buying price (saxynounpie wenn; die Aufkaufpreise). 
Further in the case of (5), the delivery is made at the market price of 
kolkhos (or the free price). 


1 Refer to my article The gradual transition from socialism to communistm (in Japanese) p. 
299. and System of agriculture by Hideaki Ikeda (pp 115 f) in The Analysis of Soviet Economy 
compiled by Kazuo Nonomura and Tanenori Soezima 1954 (in Japanese) (Published by Keiso- 
Shodo). Also refer to JI. Matizen6epr, Tam Ke, cTp. 191. ; 5 

88 TlonuTtuyecKkad SKoHoMUA. YueOuuK. crp. 491-3; G.L. Rubinstein et al., a. a@. O.S. 158; 
JI. Matisen6epr, Tam xe, cTp. 193. 
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(1) The procurement price, buying price and the wholesale 
price of agricultural products 


a. The procurement price 

The procurement price in the case of compulsory deliveries and that 
in the case of contracts have respectively a different effect to the manage- 
ment of a kolkhos. The former is mainly in practice with respect to 
manufactured agricultural products, which are exclusively delivered to 
state, because almost all the manufacturing industries are under the state 
control. The total income and the condition for the enlarged reproduc- 
tion of a kolkhos is therefore wholly determind by the procurement price 
of agricultural materials or the supplementary form of realizing produc- 
tion costs (otovarivanie).**® *® With respect to the former, the delivery at 
the procurement price however contributes only partially to the income 
of a kolkhos, the total income and the condition for the enlarged reproduc- 
tion of which are further determined by the buying price and the kolkhos 
market price beside the procurement price (and the ‘‘norma” of com- 
pulsory deliveries).°” 

The cabinet is responsible for fixing procurement prices.** These 
prices are usually shown as universal throughout a region, but one and 
the same procurement price is proclaimed in case the production of the 
goods is restricted to the region. 

The local difference of the procurement prices are for instance respec- 
tively 1 against 1.8, 1 against 2.8, and 1 against 4 with respect to 
macholka, beat, and potatos.*8 Taking into consideration the supply and 
demand relation of agricultural products, such a local difference of prices is 
introduced with a view to making the best use of transportation and 
avoiding the confusion of the supply and demand of agricultural products.** 

The procurement price also differs according to the quality. For ex- 
amples, long-fibered cotton, perfumed tobacco and white cabbage of higher 
quality are respectively priced 50—100 %, 25—75 % higher than the ordinary 
ones.** Even within the same kind of goods, prices differ according to 
the different standard. For instance, there are respectively three and five 
standards of macholka and tea. Even in case such a difference of prices 
be not provided for, prices are from time to time advanced or reduced 

85 The original word is oToBopHBaHHve and its German translation is Warenabgeltung. It is 
also tentatively translated ‘‘system of reimbursement by goods” or ‘‘system of commodity 
delivery.’ The system is originating in the procuremet of manufactured agricultural products 
by state-owned manufacturing industries, in which farmers were paid not only by cash but 
also by the manufactured goods in need in rural communities. About its meaning as given by 
Stalin, refer to his ‘‘Economic Problems of Socialism in U.S.S.R.’’ 1952, (OxoHommyecKue 
TIpo6memsr Couvanusma B CCCP). 

86 JI. Mat3en6epr, Tam 2Ke, cTp. 193—194. 


*t TI, Matisex6epr, Tam Ke, cc. 194—195. 
88 G. L. Rubinstein et al, a. a. O. S. 559. 
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according to the quality.*® All these measures are taken for the purpose 
of improving the techniques of agriculture. 

At the outset of the second five-year plan, a premium was given to 
the part of the delivery over the previous plan in response to the proposal 
of Stalin.*° For in the case of tobacco, 50%, 100% and 200% are ad- 
ditionally paid for the delivery, which respectively exceeds 10 %, 10—25% 
and more than 25 % of the delivery as originally planned. 

b. The buying price 

The buying price and the free market price of kolkhos are both of 
the same nature being the price, at which the kolkhos is allowed to dis- 
pose its surplus products upon finishing its compulsory delivery. However, 
the latter is determined by the relation between demand and supply, 
while the former is fixed by state. Further, the former is in general 
lower than the latter.” 

The buying price and kolkhos market price are competitive with each 
other. When the kolkhos market price is low, kolkhoses become more 
interested in selling their products at the buying price to co-operatives and 
state agencies. The same holds in the converse case.*” 


c. The wholesale price of agricultural products 

The grains procured by procurement and commercial organizations are 
on sale at the wholesale price (ontossie uextr; die Grosshandelspreise). In 
the wholesale price of agricultural products are included the procurement 
or buying price, premium, (Pramienzuschlage), reduction or extra by quan- 
tity (Qualitatsab-oder-zuschlage), transportation fee, extra price (Preisauf- 
schlag) to be received by procurement or commercial organizations and com- 
mercial expenses (Handelsspanne), from the last-mentioned of which are 
raised the profits for these procurement and commercial organizations. 


(2) The kolkhos market price and free price 
In the commercial activities in the Soviet Union, there should be in- 
cluded besides those socialized commerces (state and co-operative com- 
merces) kolkhos commerce (xomxo3Haa Topropsa; Kolkhoshandel). Such com- 
mercial activities are originating from an ownership system peculiar to 


*° G. L. Rubinstein et al. a. a. O. SS. 559—560. 

‘9 According to Maizenberg, it was first given to cotton in 1935 and later extended to other 
manufactured agricultural products. (JI. Mal3zen6epr, Tam xe, cTp. 196) 

“1 The rate is based upon G. 1. Rubinstein et al., a. a. O. SS. 559—561. Also refer to JI. 
Matisex6epr, Tam 2xe, cc. 196—198 and Hans Langer, a. a. O. S. 75. 

“ Jl. Matisen6epr, Tam xe. crp. 195. 

48 G, L. Rubinstein et al. aa. O. S. 563. 

4« TloctaHopnenue Copeta Hapomusrx Komuccapos CCCP u Llentpambuoro Komutet BKI1(6)oT6omaa 
1932 rona <Onmane xme6o3aroToBoK 113 ynomwaa 1932 r. wu pasBépTbIBAHHM KOJIXOSHOM TOproBsIK 
xme6om> The resolution was published in ‘‘Pravda’’’s May 7 number of 1932. (Cranuu, 
CouwnHenua, T. 13. crp 393. 
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kolkhoses, which are still remaining side by side with the people’s owner- 
ship, i.e. state ownership. isk 

Such a commerce, which will henceforth be called kolkhos commerce, 
was first authorized as a system at the period, when the kolkhos system 
was established. On May 5, 1932, the joint session of the People’s Com- 
missariats of the Soviet Union and the Central Committee of the Communist 
Party adopted a resolution entitled ‘‘On the procurement of grains 
harvested in 1932 and the development of kolkhos commerce” and openly 
authorized kolkhos commerce. 

In the market thus formed, there appear as sellers (1) the kolkhos, 
which finished its compulsory delivery and (2) the members of a kolkhos, 
who sell the agricultural products raised in the land annexed to their 
houses and the cattles of their own. In addition, there also appear as 
sellers (3) individual farmers and (4) urban residents who sell the products 
of their side works. On the other hand, buyers are (1) those co-opera- 
tives, which are authorized to purchase goods for resale within their net- 
work of sales.*® 

Consumptions of Soviet citizens are therefore mostly taken care of by 
the goods, which are on sale at state-owned stores at state retail prices. 
But, a small part of their consumptions are further taken care of by the 
agricultural products, which are sold at kolkhos market prices in kolkhos 
markets. It is therefore necessary to make some explanations on the 
kolkhos maket price or the free price, which constitutes a part of the price 
system of the Soviet Union. 

In outlining the kolkhos market, Hans Langer, author of “‘ The Price 
System in the Soviet Union”, characterizes the kolkhos makret price as 
follows, ‘‘The characteristics of the kolkhos market lie in the fact that 
kolkhoses and its members are allowed to sell there their surplus agricul- 
tural products at the price and time they like as well as in the fact that 
the prices in the market thus formed are determined only by the relation 
between demand and supply.’’*” 

So stating, he emphasizes the following: Firstly, unlike the state 
retail price, the kolkhos market price is not fixed by the state, but a 
free price. Secondly, the price is determined by the producing costs as well 
as by the relation between demand and supply. 


4° G. Rubinstein et al, a. a. O. S. 356. 

‘8 Hans anger, a. 7: O:"S.. Si. 

*"*Hans Langer; a. a. O. S. 81. 
On January 7, 1933, Stalin made the following statement on the occasion of a joint 
session of the Central Commitee and Central Controlling Committee of the Communist Party: 
“‘For these several years, we have succeeded in completely driving away from the circulation 
of commodities individual merchants, business men and all kinds of brokers. This does not 
however necessarily mean that we have also succeeded in wiping away the possibility that in- 
dividual merchants and brokers might again appear by the principle of atavism in the circula- 
tion of commodities and avail themselves of the kolkhos commerce, which is one of the most 
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The kolkhos free market is not merely a free market as existing in 
capitalist economy. In the market, neither speculater nor broker is seen 
participating in transactions there, of which only participants are pro- 
ducers and consumers in the strict sense of the words. The kolkhos mar- 
ket price is therefore not a free price in capitalist sense.‘ 

The kolkhos market price, which is determined not by state, but 
solely by the relation between demand and supply utterly in disregard of 
the total amount of transactions, might appear rather dangerous to the 
successful execution of ‘the total economic plan and the state price 
system. Such a danger is however remedied by the following three situa- 
tions. Firstly, although the state does not directly control the supply 
from kolkhoses to the market, the state is in possession of almost all the 
means of production including M.T.S., thus being in a position to exert 
its influence upon the demand and supply relation in kolkhos markets. 
Secondly, the greater part of agricultural products comes in the hands of 
state through its centralized procurement. Thirdly, as a consequence of 
the above situations, the best part of consumption goods is under the con- 
trol of organized commerces. 

The last-mentioned some needs more detailed explanations. In the 
years from 1935 to 1936, 3.4% of grain, 21.3% of potato, 16.5% of 
vegetable and 31.3% of milk products were placed in kolkhos markets. 
In 1939, the goods equivalent to some thirty billion roubles were dealt in 
these markets covering 20~25 % of the total supply of foods and other 
materials necessary for everyday life. In 1940, the transactions in 
kolkhos markets constituted 19.0% of all the retail transactions, while 
they were 12.0% in 1952.*1 

The state retail price, not the kolkhos market price, is therefore 
playing a leading role in the delivery of consumption goods or foods.*! 
On the other hand, the kolkhos market price is equivalent to, or little less 
than the state price, when the amount of currencies and the goods at the 
disposal of state or co-operative commerces are in equilibrium. This was 
for instance the case with bread, meat and butter in pre-war times. On 


profitable fields for them. Indeed, kolkhos members themselves might be induced to begin a 
speculation. ...We have nevertheless a regulation recently enacted by the Soviet authorities 
providing for the prohibition of speculation and the punishment of brokers. As you know, this 
regulation is by no means too generous. ‘‘(Cramuu, CounHenua.t. 13. crp. 204.) (Japanese 
translation p. 228) The regulation, which was mentioned by Stalin, is the resolution at the 
joint session of the Central Executive Committee of the Soviet Union and the People’s Com- 
missariats held on August 22, 1932, entitled ‘‘On the struggle against speculation.’’ (Ilocta- 
HoByleHve LlextpambHoro McnomnutenbHoro Komutetra u Copeta Hapogupix Kommuccapos Cowsa 
CCP or 22 aprycta 1932 roma <O 6opb6e co cnexymauneh> (cf. ‘‘Pravda, August 23, 1932) 
During the last war, speculation were again fairly prevalent due to the loosening of leadership 
of socialized commerces. 

‘© G. Rubinstein et al,, a. a. O. S. 375. 

i tians Caneer, a.a, O. S,.82. 

5! Hans Langer, a. a. O. S. 83. 
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the contrary, the free price becomes a little higher than the corresponding 
state price, when there takes place a temporary or local shortage of goods. 
This was the case with vegetable, milk and-milk products in pre-war 
times. °! 

The most important contribution of kolkhos market to the Soviet 
commerce, which is now in the process of taking responsibility of main- 
taining people, is its effect of regulating and supplementing the process at 
relatively low expenses. In other words, it is playing a role of ventilator 
remedying various difficulties, which take place temporarily or locally in 
socialized commerces. This was the case immediately after the formation 
of kolkhoses. In case such difficulties are prolonged over fairly a long 
period with a nation-wide scope, much importance is attached to the 
kolkhos market with the rise of the kolkhos market price and the con- 
fusion of the Soviet price system. This was really the case during the 
last war. 

In view of its mobility and adaptability to the local economic condi- 
tion, the kolkhos market price is playing a role of a ‘‘test market” 
(Probenmarkt), which presents in a small and local scale the general 
economic situation prevalent in a wider scale. In this sense, the kolkhos 
market acts as a barometer to indicate the condition of people’s main- 
tenance. 


ETHNOGRAPHICAL IN JOHN 
BOCKES THEORIES’ (1) 


By HipEo SuzukKI 


Assistant Professor of Educational Sociology 


I 


The systems of Natural Law are highly rational in construction, and 
consequently the advocates of them, it is said, have had only a little 
concern with history or historical thinking. We cannot, however, deny 
the fact that some exponents of the school were deeply interested in his- 
tory, and others even dared to attempt to describe history in some mean- 
ing. As examples, we have in the sixteenth century Richard Hooker in 
England and Juan de Mariana in Spain, while in the seventeenth century 
Hugo Grotius in Holland and Samuel von Pufendorf in Germany, and 
they are followed in the eighteenth century by such people as Adam 
Smith in England and Jean-Jacque Rousseau in France. Of course the 
main task of the study of the thoughts of Natural Law should lie in the 
clarification of a rather paradoxical situation, in which not only the his- 
tory of thoughts, but also that of societies were radically influenced by 
this school of thought, mainly by virtue of their lack of interest in his- 
torical considerations caused by their rationalism. Yet, the above-mentioned 
interest in history on the part of some exponents of the school is, on the 
other hand, of some help to us in obtaining deeper understanding on the 
process of their constructing the theory of their own, as well as on the 
role of ‘‘historical consciousness” in the generation of social sciences. In 
this paper, I shall confine myself to the thinking process of John Locke, 
whose adherence to the thoughts of Natural Law is beyond any doubt. 
Hitherto almost no observation having been made of Locke from such a 
view-point, I might be blamed for being too fanciful. I am, however, 
convinced that many of his important theoretical contributions could not 
have been given birth without his deep knowledge on and concern with 
history. As pointed by G. N. Clarke,1 ‘‘history” as understood by 
Locke is not the same as ‘‘chronology”, but roughly covers the field 
which may be nowadays called ‘‘ethnography.” It is, therefore, the pur- 

1 In his ‘The Later Stuarts 1660—1714’’, Oxford, 1949 (repr.), G. N. Clarke made the fol- 
lowing statement about the historical description of this period; ‘“‘...but historians did not yet 
regard each period of history as a part of continuous process as long as time. It was in fact 
not uncommon to distinguish history from chronology.’’ (p. 363.) As the ground for the above 


statement, Clark cites a passage from Locke’s ‘‘Some Thougts concerning education,’’ where 
he discussed the learning of chronology. (foot-note to the same page.) 
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pose of the present paper to observe the situation, in which “‘history” in 
the latter sense contributed to the formation of Locke’s original thinkings. 

As we know, Locke’s main contributions Consist of the following 
three, i. e. the denial of the innateness of the notion of god as expounded 
in his ‘‘An Essay concerning Humane Understanding”; secondly the 
theory of property and the labour-theory of value (in use) closely con- 
nected with it, and thirdly the objection to patriarchalism, and the theory 
of popular sovereignity, as developed in his ‘‘Two Treatises of Govern- 
ment.” It is well-known that these theories, being at the foundations of his 
theoretical, economic as well as political philosopy, are the revelations of 
his original thinking. Now it is to be pointed out that no such contribu- 
tion would have been made by him without his thoroughgoing acquain- 
tance with history in the above-mentioned meaning. For instance, his 
discussions against the innateness of the notion of god were definitely 
originating from his so-to-speak cultural-anthropological observations on 
the peoples in the West Indies and China. His theory ascribing the pro- 
perty right to labour as well as his labour theory of value which was 
formed in association with the former, would never have occurred to 
him, if he had not observed the relations of the wealth and landownership 
in colonial America. On the other hand, his objection to patriarchalism 
in political theory was, in the main, supported by the ‘‘maternal rights”, 
which were still in existence at that time among natives of the New Con- 
tinent. Furthermore. his advocacy of popular sovereignity, according to 
which the civil or political society should be instituted in the organization 
of a government by the consent of the people, was encouraged by his 
observations on the rule-system among native tribes in America, which 
were later fully discovered by H. L. Morgan and brought to the attention 
of F. Engels. 

This was, of course, one of the consequences of the so-called ‘‘age of 
discovery”, which much widened the horizon of intellectual scopes of 
Europeans, confronting them with civilizations quite heterogeneous to 
theirs. In particular, it was originating in England from the development 
of mercantilism, and the cosmopolitan inclination on the part of her peo- 
ple which resulted along with it. With respect to Locke himself, we 
have to take into consideration his contacts with colonial affairs in 
America, such as his affiliation with the ‘Board of Trade and Plantation’ 
and with the drafting of ‘‘the Fundamental Constitution of North Carolina.” 
Apart from such a peculiar situation, we shall in the following outline to 
what extent his theories as above-mentioned are based upon his concern 
with and knowledge about ethnography. At the same time, we shall try 
to see, how ‘‘history” in this sense became an object of his intellectual 
concern. For such purposes, we shall avail ourselves in the sequel of ‘‘An 
Essay concerning Humane Understanding” as well as of its two ‘‘ Drafts”, 
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“Two Treatises of Government”, his ‘‘Journals” and ‘‘The History of 
Navigation”, which was the last of his writings. 


Il 


So far two kinds of draft has been found of ‘‘An Essay concerning 
Humane Understanding”, and both of them were printed. One is ‘‘An 
Essay concerning the Understanding, Knowledge, Opinion and Assent. 
Edited with an introduction by Benjamin Rand. Cambridge, Harvard. 
U. P. 1931. lix-307 pp”, while the other is ‘‘An Early Draft of Locke’s 
Essay, together with Excerpts from his Journals. Edited by R. I. Aaron 
and Jocelyn Gibb. Oxford, Clarendon Press. 1936, xxviii-132 pp. (Draft; 
pp. 1—74; Excerpts from Locke’s Journals; pp. 77—124.)” 

These drafts were both found in the Lovelace Collection in the 
Bodleian Library, Oxford University. The former was filed in a folder, 
and on a sheet which precedes the text is written by Locke’s handwrit- 
ing, ““Intellectus, 1671, J. L.” On the sheet, there is written again by 
his handwriting, “‘De intellectu humano, 1671, An Essay,’ which is fol- 
lowed by another handwriting of his, ‘‘An Essay concerning Understand- 
ing, Knowledge, Opinion and Assent,” on the top of the sheet, with 
which the text begins. The second draft was found at the beginning of 
“Common Place Books,” consisting of 56th, 57th, 60th, 63th, 70th, 73 
th, 74th, 76th, 78th, 87th and 88th sheets of them, and we find on the 
56 th sheet his handwriting, which reads, ‘‘Sic Cognitavit de Intellectus 
humano Jo:Locke an 1671. Intellectus humanus cum cognitionis certitu- 
dine, et assensfis firmitate.” — 

Although these two drafts were completed in the same year, i. e. 
1671, the former (usually called the ‘‘Draft B’’) is not only consisting of 
about 70,000 words filed in by no means a small folder, but also is nearer 
the text of the ‘‘Essay” with respect to its content, if we disregard the 
order of chapters. On the other hand, the latter (usually called the ‘‘ Draft 
A”) only constitutes a part of his ‘‘Common Place Books”, containing only 
less than a half of the words contained in the former, i. e. about 30,000 
words, and remains a germ of the ‘‘Essay”. In the light of a passage in 
its 27th paragraph, the ‘‘Draft A” was probably written in summer, 
perhaps at the end of June or in July of 1671, while the “‘Draft B” is 
supposed to have been written in autumn or winter of the same year. 
The higher degree of maturity of the ‘‘Draft B” is further evidenced by 
the fact that Locke took: with him this draft,! when he visited France 


1 cf. Locke’s Travels in France 1675—1679 as related in his Journals, Correspondence and 
other papers. Edited with an introduction and notes by J. Lough. Cambridge. 1953. p. 202. 
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for the second time from 1675 to 1679, where he had a chance to further 
elaborate several subjects of the “‘Essay”, and that he, taking refuge in 
Netherland in 1683, again carried the ‘‘Draft B” with him. At the com- 
mencing days of 1685, he declared to continue the study on human under- 
staning by means of revising that draft. From the spring of the year to 
the winter of the next year, his friends remaining in England were kept 
informed by Locke of the summary of each book of the ‘‘Essay” which 
were in preparation at that time, and of their relations with the ‘“‘Draft 
B”. In other words, there is no doubt that the ‘‘Draft B” constituted 
basis for the ‘‘Essay’”. Of course, there should be another” draft, which 
must have preceded these two. In ‘‘The Epistle to the Reader” at the 
beginning of the text of the “‘Essay”, Locke recollects the time, when he 
first planned the writing of the ‘‘Essay” in 1670 or 1671. Judging from 
it, it seems to us that he had a small study group with his friends for 
discussing ethics and revealed religion. At a time during this period, he 
had a feeling that the discussion of this kind could not be of any use 
without a thoroughgoing study on the limit of human understanding and 
the proper object of understanding, and penned “‘some hasty and undiges- 
ted thoughts” on this new subject: As seen from the afore-mentioned 
recollection of his, these hasty and undigested thoughts were revealed by 
Locke himslef on the occasion of a meeting, which followed. Therefore, 
these thoughts could never constitute the essential part of the ‘‘Draft A”, 
which contained more than 30,000 words. In other words, it is most pro- 
bable that the ‘‘Draft A” contains not only these hasty and undigested 
thoughts, but also the results of the discussions which followed the an- 
nouncement of these hasty ideas, and constitutes the secondary products 
of them. However, the first and original draft has not been found so far, 
and the “‘Drafts A” and ‘“‘B” are the only texts, upon which our follow- 
ing observations are based. 

The most orthodox way of inquiry into these two drafts should, it is 
needless to say, lie in the analysis of Locke’s thinking process, which led 
him from these drafts to the text of the ‘‘Essay’”. Such an analysis is, 
however, beyond the power of the present author and is not attempted in 
the present paper. Our concern in this paper will be confined to the 
clarification of the fact that his interest in ethnography was mainly res- 
ponsible for his change of thought from the *‘Draft A” to ‘‘B”, and that 
it was further developed in the text of the ‘‘Essay”’. 

Some differences, which exist between the ‘‘Draft A” and ‘‘B”, can be 
also found where Locke discusses other subjects. Nevertheless, one of the 
greatest of them appears in his discussion against innate ideas. 

In the “‘Draft A”, he ascribes the origin of our knowledge to sensa- 
tion and experience in (i. e. reflection on) various functions of our mind, 
declaring, “‘the objects of our senses and the operations of our owne minds 
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are the two only principles or originals from which we receive any simple 
Ideas whatsoever and that all the knowledge we have beyond this is noe 
thing else but the compareing unteing compounding enlargeing and other- 
_ wise diversifyeing those simple Ideas one with an other” (§ 1—7). This 
fundamental thesis of Locke is followed by his observations on universal 
words (§ 28), reality of ideas and the truth of propositions (§ 7—11, § 13), 
demonstration (§ 12), idea of power (§ 14), idea of relation (§ 15—16), 
sphere of knowledge (§ 27), universal propositions (§ 27—29), judgement 
(§ 32) and assent (§ 34—42). 

The most characteristic feature of the ‘‘Draft A” is seen firstly with 
respect to the place of his discussion against innateness of ideas. In fact, 
he discusses this subject only after the observations on the above-men- 
tioned problems in the concluding three chapters (§ 43, § 44 and § 45). 
The ‘‘Draft A” is, further, featured by the content and character of his 
discussions. There he mentions, “‘The objections that I have hitherto met 
with against what is before said are only these following,” and takes 
care of as such that the proposition ‘that every number is either even or 
odd’, and the positive knowledge on infinity, are both not obtainable from 
sensations. With respect to the former, Locke first elaborates his view, 
saying, “‘To this I answer, That I never said that the truth of all pro- 
positions was to be made out to use by our sense for this was to leave 
noe roome for reason at all, which I thinke by a right traceing of those 
ideas which it hath received from Sense or Sensation may come to the 
knowledg of many proposition which our senses could never discoverd. 
But that which I laid downe was this, that we have in our mindes noe 
simple Ideas at all which we have not either felt as the operations (not 
objects of our owne faculty of thinkeing) or received from without by our 
senses nor any complex Ideas but what are derived from those simple 
Ideas by the power which the minde hath to construct enlarge compound 
and abstract etc. but not to make any new ones.” Then he proceeds 
with checking the assertion that three simple notions, i. e. number, 
evenness and oddity occurring in that statement, are all not beyond our 
sensation and perception, and comes to the conclusion that the afore- 
mentioned opposition ‘‘doth not at all shake the foundations I have laid” 
(§ 43). The defence made by Locke against the second opposition is as 
follows: the notion of infinity is derivable from that of extention, num- 
ber and force, in such a form as infinite connection or infinite force. In 
other words, infinity and finiteness being both concerning continuous or 
discrete quantity, the notion of infinity is the outcome from simple no- 
tions originating in sensations. Moreover, finitenss is nothing but the 
provision of an end of quantity, which means the negation of further 
production or extention of it. Infinity, being the negation of this 
negation, is now of a positive character. It is further pointed out, that 
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the erroneous assertion that any positive notion on infinity can not be 
obtained from sensations, is all originating from a popular view that the 
end is a cessation of existence. The end is truly, sa cessation of durattion, 
namely nothing but the last moment of existence. The end does not remain 
existing after the cessation of existence. It is, therefore, never the nega- 
tion of existence itself. Now again it follows that the positive notion on 
infinity is certainly based upon sensations. From such observations as 
above developed by Locke, we see that his arguments in the ““Draft A” 
are highly of logical character, and in some cases even confined within the 
sphere of formal logic. This is the point, which we should take into 
consideration in comparison with the general trends of the ‘Draft B”, 
which will be taken care of in the sequel. Thirdly and lastly, our atten- 
tion is called to the fact that no argument is consciously developed in the 
“Draft A” against the innateness of the notion of god. In fact, only 
three passages are devoted to the notion of god in it. The first one of 
them reads, ‘‘...the best notions or Idea we can have of god is but attribut- 
ing the same simple Ideas of thinkeing knowing willing existence without 
beginning, power of motion, and all those powers and operations we finde 
in our selves, and conceive to have more perfection in them then would 
be-in their absence, to him in an higher and unlimited degree,...” (§ 2). 
The second one is on the notion of morals as one of the notions of rela- 
tion, and reads, ‘‘...because we cannot come to a certain knowledg of 
those rules of our actions, without first making knowne a lawgiver with 
power and will to reward and punish and 2° without shewing how he 
hath declard his will and law I must only at present suppose this rule 
till a fit place to speak of those, god the Law of natur and revelation,...” 
(§ 26). The third one is devoted to the description how people receive in 
their infancy various notions on god from their parents, nurses and other 
surrounding people and become to ‘“‘rather disbeleive their owne eyes 
renounce the evidence of their senses and give their owne experience the 
lie...”, helping to generate ‘‘quite contrary opinions though (many times) 
equally absurd in the various religions of mankinde” (§ 42). We may take 
that the first one later developed into his discussion on the existence of god 
in the text of the ‘‘Essay”, while the second and the third were respecti- 
vely responsible for the fundamental principles of Locke’s moral philosophy, 
and his discussions in ‘‘The Resonableness of Christianity, as delivered in 
the Scriptures”, (1695). It should, however, be pointed out here that these 
ideas of his are still in an undeveloped stage, and his discussions on the 
notion of god is already exhaustive in the preceding descriptions. In other 
words, Locke was never conscious of the repudiation of the innateness of 
the notion of god, when he wrote the ‘‘Draft A”. 

It is quite different in the ‘‘Draft B”. Locke first of all attaches much 
importance to the critical study of understanding, which according to him 
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does not necessarily mean physical or metaphyisical inquiry into mind. 
And immediately after outlining the method to be taken in such a study, 
he sets out with the scrutinity of the innateness of notions in § 4, and 
the subsequent about fourty pages (about 15 % of the whole manuscripts) 
are devoted to the related discussions. In other words, the ‘‘Draft B” 
opens with the elaborate discussions against the innateness of notions, 
which appeared only at the end of the ‘‘Draft A”. Next it should be 
noticed that Locke’s arguments are mainly against practical, not specula- 
tive, notions. And here he, availing himself of that statement, ‘‘ Without 
the notion of god, neither law nor regulation is thinkable as sptipulating 
our actions or practices”, which he told in the ‘‘Draft A”, tries first of 
all to make a demonstration against the innateness of the notion of god, 
in order to repudiate the alleged innateness of other notions. Namely, 
the “Draft B” opens with his repudiation of the innateness of practical 
notions, which is according to Locke a sure basis for arguments against 
the innateness of notions in general, and the arguments against the in- 
nateness of the notion of god are given as an attempt to reject these 
innate practical notions. Indeed, while no discussion whatsoever is found 
in the ““Draft A” of the innateness of the notion of god and Locke him- 
self was not even conscious of it, the discussions about this subject plays 
a predominant réle in the ‘‘Draft B”. 

Thirdly, the author wishes to point out as one of the most important 
points that Locke’s discussions against the innatenss of the notion of god 
are for the most part based upon his ethnographical observations. This 
is best evidenced by his following statement, which he gave first and fore- 
most in discussing about the innateness of notions: ‘“‘It is well to be 
considered, whether it be true that there are certain Kosva: Zyyocaz, first 
principles, in which all mankind do universally agree. They that are of 
this mind assert it as both practical as well as speculative, and of the 
former chiefly of the two. And if in either of them they shall be found 
to be mistaken, there will be ground to suspect them in both, their 
reasoning being alike concerning both speculative and practical:... Now, 
whether there be any such practical principles wherein all to a man do 
agree, I appeal to any who have been but moderately conversant in the 
history of mankind, and looked abroad beyond the smoke of their own 
chimneys. Are there not whole nations as at the Bay of Soldania, in 
Brazil, the Caribee islands, etc., amongst whom is not to be found so much 
as the notion of a deity, without which it is hard to imagine any law or 
rule of our actions or practical principles. And perhaps, if we should with 
attention mind the lives and discourses of people not so far off, we should 
have too much reason to fear, that many in more civilized countries, have 
no very strong and clear impressions of a deity upon their minds;...” (§ 4). 

Of course, he advanced many other arguments than these against the 
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innateness of the notion of god and other practical principles. Along 
with the above quoted passages, Locke further develops the following 
discussions, which are, however, essentially to the same effect. 

In the first place, he argues that the name for god, which is in use 
in various countries and regions, does not necessarily mean their possession 
of the notion of god. Secondly, even one and the same name for god, it 
is indicated, does not necessarily give an evidence of the innateness of 
the notion of god universally accepted by all the people using the name 
in question. For according to Locke, the meaning of the name is in 
most cases different or contradictory from person to person, from people 
to people. This fact, he thinks, has the effect to annul the statement, 
“it is suitable to the goodness of God to imprint upon the minds of 
men characters and notions of himself.” If this statement were valid, he 
argues, the notion of god, which each of them holds, would be clearer 
and identical to each other. Thirdly, he points out, we are provided with 
faculties and means to find out the moral principles for ourselves, which 
are supposed to have been imprinted upon us by god. If so, it would not 
have been necessary for god to imprint such principles in advance upon 
our minds. Fourthly, it is contended, we could not be ignorant about 
god, if the notion preexisted imprinted upon us in advance. This is how- 
ever clearly contrary to the fact. 

Similar to the above are the discussions, which are advanced by 
Locke to the effect that moral principles of ours are also not innate 
whether they be accompanied by the notion of god or not. If they were 
innate, he argues, we could not be against them. Secondly, it is pointed 
out, the moral codes are not the same throughout varoius countries, being 
contradictory to each other. If they were innate, such a thing could not 
occur by all means. 

As is seen from the above, Locke’s arguments advanced in the ‘‘ Draft 
B” against the innateness of notions are based upon remarkably empirical 
observations, while he confines himslf in the ‘‘Draft A” in more logical 
discussions. And indeed, in view of his indication of the discrepancy and 
diversity of the notion of god and practical principles existing among 
nations, it is further pointed out these empirical observations are much 
helped by his acquaintance with ethnographical ones. 

Moreover, this is also endorsed by the following statement of Locke, 
which reads, “‘Next to the acknowledgment of God what more universal 
principle can be imagined, or that should be rather firmly imprinted on 
and hidden in the mind of man, than that of self-preservation. And yet 
he that shall but read the histories of the East Indies will find quite the 
contrary accounted a principle even of their religion, and self-murder a 
very necessary and glorious duty. I shall not need to instance any 
more” (§ 6). This is but an elaboration of the following more general 


1956] ETHNOGRAPHICAL IN JOHN LOCKE’S THEORIES 55 


statement, which reads, “‘He that will carefully peruse the history of 
mankind, and look abroad into the several tribes of men, and with indiffe- 
rence survey their actions, will be able to satisfy himself that there is not 
that principle of morality to be named, nor that rule of virtue to be 
thought on, which is not somewhere or other slighted and condemned by 
the general practice of a whole society of men, governed by quite opposite 
practical opinions and rules of living” (§ 5). Moreover, in expounding the 
principle that the difference of practical principles is originating from that 
of their use of faculty of acquiring them, for if they be innate, they 
could not be remoulded by custom or education, Locke makes the follow- 
ing statement, which is also reproduced in the text of the ‘‘Essay”. 
“Had you or I been born at the Bay of Soldania, possibly our thoughts 
and notions had not exceeded those brutish ones of the savage [Hottentots] 
that inhabit there; and had Tottpottemay [the Virginia king Apochancana| 
been educated in England, he had perhaps been as zealous a Christian 
[knowing divine] and as good an architect [a mathematician] as any in it” 
(§ 12). (Words in [ J] are as in the text of the ‘‘Essay.”) 

The preceding discussions of Locke are now summarized as follows: 
Firstly, it is pointed out that the innateness of practical principles presup- 
poses that of the notion of god, on which the former is based. But as 
we know from ethnographical observations, there are people not provided 
with the notion of god. Secondly, the innateness of practical principles, 
he argues, is based upon the assumption that these principles are universal 
throughout all nations. Ethnographical observations tell us, also, that 
practical principles are different by nations and tribes and their moral codes 
are even sharply in contradistinction to each other. Thirdly, ethnogra- 
phical observations suggest that the difference in uses of facultiy of finding 
practical principles is responsible for difference in these by nations and 
tribes. It is, therefore, concluded that ethnographical observations were 
always resorted to, whenever Locke advanced his arguments against the 
innateness of the notion of god and practical principles as well as specula- 
tive notions. And, as touched above, it should be remarked as the second 
point of our characterization of Locke’s arguments that his critical study 
on understanding itself was strongly motivated in the “‘Draft B” by his 
acquaintance with these ethnographical facts. 

According to Locke, those who advocate the innateness of the prac- 
tical principles are without taking the trouble of scanning the origins of 
the notions in question; and they call them innate utterly in disregard of 
their formations by customs, characters and education of the people. The 
discovery of the diversity and discrepancy of these notions found in ex- 
istence throughout different nations will, therefore, lead us to a more 
critical examination of the process of their formation, which was not 
taken care of by the afore-mentioned popular view. We are probably not 
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in a position to conclude that Locke was fully conscious of such a situa- 
tion and resorted to ethnography as a support to these discussions. It is, 
however, beyond any doubt that the ethnographical facts which he quoted 
as evidences against the innateness of practical principles functioned to 
the effect of helping him to examine and critically study the formation of 
several human notions. As was mentioned above, this is because Locke 
ascribed the discrepancy and diversity of practical principles to the dif- 
ference in employing the faculties of finding out these principles. Certain- 
ly Locke failed to follow up the mental processes, through which these 
principles were differentiated, and confined himslef to the observation of 
the difference as such. He, observing that the practical principles were 
never ‘‘writ by the finger of God” and ‘‘engraved” and “‘imprinted” upon 
the minds of men, came to the conclusion that they could be ‘“‘acquired 
by thought and meditation, and a right use of men’s faculties” and at- 
tained ‘‘by a right and careful employment of their senses and thoughts 
in...as well as other things true notions” (italic by H. S.). In other words, 
the discrepancy and diversity of practical principles are supposed to 
have their origin in either a right or a wrong use of men’s faculties to 
find these principles. With this respect, Locke is certainly neither cul- 
tural-anthropologist nor social psychologist, but a critical philosopher of 
the age of enlightenment. This is, however, by no means inconsistent 
with the fact that his acquaintance with ethnographical facts induced him 
to inquire into the use or process of men’s faculties to employ understand- 
ing. In fact, at the introductory parts of the ‘‘Drait B”, he concentrates 
upon the repudiation of the innateness of practical principles availing 
himself of ethnographical observations, while immediately after it he sets 
out in the subsequent parts to examine the process of employing the 
faculties to acquire these principle through empirical means. 

Summarizing the above, we see that the advancement, or rather 
turning made in going over from the ‘‘Draft A” to the ‘‘Draft B” is 
characterized firstly by the newly appearing arguments for the repudiation 
of the innateness of the notion of god and practical principles, secondly 
by his leaning upon ethnographical observations in advancing these argu- 
ments, thirdly by their appearance at the introductory parts of his study of 
human understanding, and lastly by their location constituting the central 
parts of his study on understanding. 

As is well-known, the discussions Locke advanced for the repudiation 
of the innateness of notions are much enlarged in the text of the “‘Essay”, 
constituting its first part. The part is in turn divided into three chap- 
ters, the first and second of which are devoted to rejections of the 
innateness respectively of the speculative and practical principles, while the 
3rd chapter gives other proofs against innate principles, most of its space 
being given to the desposition of the innateness of the notion of god. 
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Now, first of all, our attention is called to a much larger amount of 
ethnographical observations, which Locke makes use of in the 3rd chap- 
ter of the text in rejecting the innateness of the notion of god. As an 
evidence for such a staement, we quote the following statement of Locke: 
“Tf any Idea can be imagin’d innate, the Idea of God may, of all others, 
for many Reasons, be thought so; since it is hard to conceive, how there 
should be innate Moral Principles, without an innate Idea of a Deity: 
Without a Notion of a Law-maker, it is impossible to have a Notion of 
a Law, and an Obligation to observe it. Besides the Atheists, taken 
notice of amongst the Ancients, and left branded upon the Records of 
History, hath not Navigation discovered, in these latter Ages, whole 
Nations, at the Bay of Soldania, in Brasil, (in Boranday) |Added in the 4th 
edition]’, and the Caribee Islands, etc. amongst whome there was to be 
found no Notion of a God, no Religion. Nicolaus del Techo in Literis, ex 
Paraquaria de Caiguarum conversione,? has these Words, Repert eam 
gentem nullum nomen habere, quod Deum, & Hominis animum significet, 
nulla sacra habet, nulla Idola. (These are Instances of Nations where 
uncultivated Nature has been left to it self, without the help of Letters, 
and Discipline, and the Improvements of Arts and Sciences. But there 
are others to be found, who have enjoy’d these in a very great measure, 
who yet, for want of a due application of their thoughts this way, want 
the Jdea, and Knowledge of God. ’Twill I doubt not be a Surprise to 
others, as it was to me, to find the Stamites of this number. But for 
this, let them consult the King of France’s late Envoy‘ thither, who gives 
no better account of the Chineses themselves.) [Also added in the 4th 
edition.]| (And if we will not believe La Loubére,® the missionaries of 
the Chinese, do all to a-man agree, and will convince us, that the sect 
of the literari, or learned, keeping to the old religion of China, and the 
ruling party there, are all of them atheists. Vid. Navarette, in the 
Collection of Voyages,’ vol. i., and Historia Cultus Sinensium’.) [Added in 
the French version by P. Coste.]* And, perhaps, if we should, with atten- 
tion, mind the Lives, and Discourses of people not so far off, we should 
have too much Reason to fear, that many, in more civilized Countries, 
have no. very strong, and clear Impressions of a Deity upon their Minds; 


* “An Essay concerning Humane Understanding. 4th edition with large additions.” 
London. 1700. 

* cf. the next chapter. 

‘ La Boubére, who is mentioned in the sequel. 

° cf. the next chapter. : 

§ “*A Collection of voyages and travels, etc. Ed. by A. & J. Churchill’. 4 vols. London. 1704. 
(cf. the next chapter) 

7 cf. the next chaper. : 

® “Essai philosophique concernant l’entendement humain, ot 1’on montre, quelle est l’entendue 
de nos connaissance certaines et la maniére dont nous y parvenons, traduit de l’Anglois de Mr. 
Locke, par Pierre Coste, sur la 4° édition, revue, corrigée et augmentée par l’auteur.’”” Am- 
sterdam. 1700. 
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and that the Complaints of Atheism, made from the Puplit, are not 
without reason,” (Ch. 3, § 8). Another evidence is furnished by the state- 
ment, which is as follows, ‘‘And he that will consult the Voyage of the 
Bishop of Beryte,® c. 13. (not to mention other Testimonies) will find, 
that the Theology of the Stamites, professedly owns a plurality of Gods: 
Or, as the Abbé de Choisy more judiciously remarks, in his Jowrnal du 
Voyage de Siam,” oa it consists properly in acknowledging no God at 
all,” (Che 33°S ea: 

Of course, it is true that several other evidences are mentioned of by 
Locke in the text of the ‘‘Essay”’ than those directly based” upon travel- 
lers’ journals. But, except those concerning the non-existence in children’s 
minds of the notion or knowledge of god, they are nothing but the repeti- 
tion of what have been told in the ‘‘Draft B”, and may be said to be based 
upon ethnographical observations. If there is anything at all to add to 
the above, it is that while Locke’s rejection of the innateness of the no- 
tion of god is advanced in the ‘‘Draft B” directly for denying that of 
practical principles, in the text of the ‘“‘Essay” he takes the trouble of 
showing the notion of god to be acquired through people’s employment of 
understanding faculties. In other -words, the admission of the innateness 
of the notion of god would pave the way not only for the innateness of 
practical principles, but also by itself for the innateness of one of the 
important speculative notions, and it would constitute an obstacle to the 
consistent development of Locke’s theory. In fact, it is the biggest obsta- 
cle, because no other notion than that of god is more at danger of being 
admitted as innate, and the success of his theory depends upon that of his 
rejection of the innateness of this notion. Although Locke’s arguments 
concerning the innateness of the notion of god are placed in a much dif- 
ferent part in the text of the ‘‘Essay” from that in the ‘‘Draft B”, yet, as 
we see, they still constitute the same amount of the bulk as devoted to the 
denial of the innateness of speculative notions and practical principles. All 
these things took place as a result of such a situation as above-mentioned. 

Turning to his repudiation of the innateness of practical principles 
themselves, the arguments of Locke become in the text of the “‘Essay” 
more and more dependent upon ethnographical observations, of which much 
use has already been made in the ‘‘Draft B”. Particularly in Ch. 2. § 9, 
where Locke rejects the innateness of moral codes on the ground that no 
violation of them would take place if they be innate imprinted upon the 
minds of people, he refers the barbarous conducts such as robberies, mur- 
ders and rapes at the sacking of a town; or as in some place ‘“‘the ex- 
posing their children, and leaving them in the fields to perish by want or 
wild beasts has been the practice;”. That such deeds are as little scrupled 


* "cf. the next chapter: 
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by conscience as the bearing of a baby; that in some country, the 
mother who dies in childbirth is buried with her living baby, while in 
other, the children born under astrologically ill-fated stars are killed and 
the similar fate befalls the parents, who attained at a certain age, and 
that these things are carried out without any remorse at all. In a certain 
region of Asia, Locke continues, the sick are left outdoors on the ground, 
when they come to be thought desperate!!, while among the Christians 
in Mingrelia, they bury their children alive without any remorse. These 
instances are further enriched by a habit of eating their own children,” 
and similar one, which Locke describes as follows, ‘‘the Caribees were 
wont to geld their children, on purpose to fat and eat them,’?!? together 
with a quotation from Garcilasso de la Vega, which reads, ‘‘a people 
in Peru which were wont to fat and eat thc children they got on their 
female captives, ...and when they were past breeding, the mothers them- 
selves were killed and eaten.’”’ To the list of these barbarous deeds are 
further added a habit among the Tououpinambos in Brazil of respect- 
ing a person in accordance with the frequency of his eating enemies,'! 
as well as the fact due to the journal of the voyage of Baumgarten’ 
and a letter of Pietro della Valle’® telling that the saints who were 
canonized amongst the Turks lead lives which one could not with 
modesty relate. 

What Locke tries to endorse by these instances of barbarous deeds is 
supposed to be the thesis in the preceding § 8, that conscience is not the 
evidence of the innateness of moral codes, because ‘‘some men with the 
same bent of conscience prosecute what other avoid.” This supposition is 
also evidenced by his descriptions of the above-mentioned instances. Yet, 
what is intended~for by Iyocke by these instances is still the presentation 
of the mutual discrepancy and diversity of the practical principles. This 
is surely endorsed by a passage almost identical with his generalization of 
this fact in the ‘‘Draft B”, i.e., ‘‘He that will carefully peruse the history 
of Mankind, and look abroad into the several Tribes of Men, and with 
indifferency survey their Actions, will be able to satisfy himself, That 
there is scarce that Principle of Morality to be named, or Rule of Virtue 
to be thought on, (those only excepted that are absolutely necessary to 
hold Society together, which commonly too are neglected betwixt distinct 
Societies) which is not, somewhere or other, slighted and condemned by 
the general Fashion of whole Societies of Men, governed by practical 
Opinions and rules of living quite opposite to others” (§ 10). This 
proposition, which remains a basic one all throughout from the ‘‘Draft B” 
to the text of the ‘‘Essay’’, does not in the latter play a rdle so essentail 
as in the former, due to the appearance of another important instances 


1-16 cf. the next chapter. 
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there. However, it is beyond any doubt that it still remains predominant 
in the Ch. 2. of the text of the ‘‘Essay”, which is concerned with the 
rejection of innate practical principles. a 5 

As is clear from the above, ethnographical observations were quite 
helpful to Locke, sometimes along with other proofs and sometiones pre- 
ponderant over them, in denying the innateness of the notion of god as 
well as that of practical principles. This is further evidenced by his ad- 
ditions of similar observations in the 4th edition and French version of 
"Saar 

As seen in the passages of the ‘‘Draft B” and the above quotations 
from Locke’s writings, ethnography was probably meant, when he spoke 
about the ‘‘history of minkind.” It is also evident from the above ob- 
servations of ours that the development of Locke’s thinking from the 
“Draft A” to ‘‘B” would never have taken place without his thorough- 
going acquaintance and concern with history in this sense, and even in 
the text of the ‘‘Essay”’ Locke’s rejection of the innateness of notions 
could have not been so persuasive. 

It is true that an appraisal from a view-point peculiar to the period 
of enlightenment was made by Locke of the difference in contents of a 
notion, as well as the lack of some notions, and specially of difference 
in modes of thinking as revealed by ethnography. It is, however, more 
important for us to remark that such an appraisal lead him by no means 
to the narrowing of the concept of mankind, but on the contrary so 
much to its enlargement, as made possible by his acquaintance with 
“‘history.” In fact, civilized people are certainly superior to those less 
civilized, with respect to the completeness of the use of their under- 
standing faculties. Yet, the degree of civilization has nothing to do with 
the essential property of human beings consisting in the possession of 
the faculties to employ understanding. In other words, civilization re- 
veals the surperiority in the use of understanding faculties, but not their 
possession itself. Probably being thought in this way the diversity in the 
use of understanding faculties of mankind was the conclusion drawn from 
Locke’s ethnographical considerations, bringing about the enlargement of 
the concept of mankind. 


Il 


As is easily imagined, Locke’s interest in ethnography, whose implica- 
tions were outlined in the preceding chapter, was aroused directly by a 
large number of documents on travels and voyages, which had remaind in 
full swing at the time of Locke ever since the so-called age of discovery. 
In fact, we have “‘The Whole History of Navigation from its Original to 
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this time,” which was supposedly the last publication of Locke being pub- 
lished in 1704. It not only contains numerous documents on travels and 
journeys, but also provides us with the best evidence of his utmost care 
and scrutiny, with which he selected these documents. The publication 
is at the same time leaving a clue to the selection of ethnographical 
evidences, which he made use of elsewhere. 

This publication of Locke was written as a preface to ‘‘A Collection 
of voyages and travels, some now first printed from original manuscripts, 
others now first published in English etc.”, compiled by Awnsham & 
John Churchill, the owner of a publishing house, who brought out many 
chief works of Locke. Locke’s preface is divided into three parts; in the 
first part Locke describes the history of navigation, while in the second 
part enumerations and annotations are made of the outstanding publica- 
tions on travels and voyages so far made available, and in the third part, 
the same things are made of the documents in the afore-mentioned col- 
lection by Churchills. More specifically, in the first part Locke gives a 
brief outline of the history of navigation in primitive and ancient times, 
which is followed by the description on the navigations during the period 
from 1344 to 1698 with the explanations on the regions discovered by these 
navigations. These desciptions are all based upon the documents. In these 
are included, 10 documents concerning the northernmost parts of the 
world including Russia, 51 concerning Africa, Central and South West 
Asia and Far East including China and Japan, 90 concerning North and 
Central America from Canada all throughout to Mexico, 6 concerning 
South America, and 7 concerning East and West Indies. 

In the second part, Locke lists up in accord with the language all 
the descriptions on-.navigations and travels and their collections, which 
were made available to him. Of each of these entries, he makes a brief 
résumé with the appraisal of his own. In these are included (a) 15 docu- 
ments in Latin, (b) 9 in Italian, (c) 76 in French, (d) 90 in Spanish and 
(e) 45 in English. 

Lastly in the third part, Locke gives an account of the each volume 
of ‘‘Collection” edited by Churchills, describes each entry of it with the 
appraisal of his own and introduces the authors. 

As was observed in the first part of the present paper, Locke’s rejec- 
tion of the innateness of god is supposedly based upon many of these 
documents of ethnographical nature. According to a marginal note in 
the 4th edition of the ‘‘Essay”, the description on Soldanian Bay was 
taken from a document by Thomas Roe (1580—1644). The document 
is listed by Locke in (e) of the above-mentioned classification, But 
from the note given by Locke himslef, it is also clear that his information 
on this document was originating in Thevenot’s collection listed in (e): 
it is entitled ‘‘Mémoir de T. Rhoé, ambassadeur du roy d’Angleterre 
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auprés du Mogol pour les affaires de la Compagnie angloise de Indes- 
Orientales.” Thevenot’s Collection is known as ‘‘Relations de diverse vo- 
yages curieux, qui n’ont point esté publiées:~ou qui ont esté traduits 
d’Hackluyt, de Purchas, et l’autres voyageurs Anglois, Hollandois, 
Portugais, Allemands, Espagnols; et de quelques Persans, Arabs, et autres 
auteurs Orientaux. Enrichies de figures de plantes non décrites, d’Animaux 
inconnus a l’Europe, de cartes géographiques de Pays dont on va point 
encore donné de cartes. Ed. par Melchisedec Thevenot. 4 pars. 1663— 
1672.” On the other hand, in Vol. 1. Bk. 4. of Purchas’ Collection 
listed in (e), which is known as ‘‘Hakluytus Posthumus or Purchas His 
Pilgrimes Contayning a History of the World in Sea Voyages and Lande 
Travells by Englishmen and others, by Samuel Purchas. 5 vols, London. 
1625—1636”, an extract of the above mentioned document of Roe is con- 
tained as its Ch. 16., entitled ‘‘Observations Collected out of the Journall 
of Sir Thomas Roe, Lord Ambassadour from His Majestie of Great Brit- 
aine, to the Great Mogol: Of matters occurring worthy memorie in the 
way, and in the Mogols Court. His Customs, Cities, Countries, Subjects, 
and other Indian affairs.” Whether or not these three documents are 
identical with each other, is not knewn to us, but it is certain that there 
is in Purchas’ Collection a statement of Roe, which reads, ‘‘they [people 
in Soldanian Bay] know no kind of God or Religion.’! 

With respect to his description on Brazil, Locke notes in a remark 
that it was taken from Ch. 16. of a book by de Lery, which is, of 
course, ‘‘Histoire d’un voyage fait en la terre du Brésil, autrement dite 
Amérique...par J. de Lery. La Rochelle, 1578.” Again it is not known 
to us which was the direct source of the said description of Locke, de 
Lery’s book itself, or ‘‘Theodori et Johannis de Brye India orientalis 
et occidentalis, 6 vols. Frankfurt. 1624,” which is listed in (a), Vol. 4. 
of which contains de Lery’s document in question, or the above-mentioned 
Purchas’ Collection, Vol. 4., Bk. 7., Ch. 3. of which consists of an extract 
in English of a document, entitled, ‘‘Extracts out of the Historie of John 
Lerius a Frenchman, who lived in Brasill with Mons. Vallangagnon, Ann. 
1557. and 58.” But in the extract in English, we find as quoted from 
Ch. 16. (by a marginal note) a statement, which reads, ‘“‘ Although that 
saying of Cicero, be held for a most certaine Axiome by the common ac- 
count of all men, that there is no Nation so savage, no so fierce, that doth 
not know that they are to have a God, although they be ignorant what 
manner of God they ought to have: yet, how this may appeare to be true 
in our Tououpinambaultii, I doe not sufficiently knowe. For, they are 
ignorant of the true God, and neither acknowledge nor worship any false 


* Hakluytus Posthumus or Purchas his Pilgrimes, etc. [repr. 1905.] Glasgow. vol. 4. p. 311. 
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Gods, either celestiall or terrestriall.”? It is also certain that there is 
another statement in the extract, “‘I doe not beleeve that there is any Na- 
tion in the whole World, which may be more estranged from all Religion”, 
which was made by de Lery in reference to the difficulty of explaining 
the idea of god to them.? 

According to a remark by Locke, the description on Borandy added 
in the 4th edition of the “‘Essay” is based upon ‘‘ Voyage des pais 
septentrionaux. Dans lequel se void (sic) les mceurs, maniere de vivre, & 
superstitions des Norweguiens, Lappons, Kiloppes, Borandiens, Syberiens, 
Samojedes, Zembliens, & Islandois, enrich de plusieurs figures. Paris 
1671”, by Pierre Martin de La.Martiniére (1634—1690), and ‘‘A Voyage 
to East-India. Wherein some things are taken notice of in our passage 
thither, but many more in our a-bode there, within that rich and most 
spacious empire of the Great Mogul, etc. London. 1655”, by Edward 
Terry (c. 1590—?), as well as on ‘‘A Voyage to Suratt, in the year 1689: 
giving a large accout of that city and its inhabitants, and of the English 
factory there. Likewise a desciption of Madeira, St. Jago, etc. London. 
1696,” by John Ovington (?—?). Of these, that by La Martiniére is found 
nowhere in the list of Locke, but that by Terry is also contained in Vol. 
1. of above-mentioned Thevenot’s Collection as well as in Vol. 2., Bk. 9. 
of Purchas’ Collection, while that by Ovington is listed in (e). Yet the state- 
ment by Terry being not found by us in Purchas’ Collection, and Locke 
himslef making no reference to Thevenot’s Collection with regard to his 
source, it is probable that his source on that statement “was the afore- 
metioned book by Terry listed in (e). 

Nicolaus del Techo (Nicolas du Toicts, 1611—1685) left two records 
on Paraguay. One is ‘“‘Caaiguarum gentis mores, coepta conversio, 
ex literis R. P. N. del Techo. Im Relation triplex de rebus Indicis. 
Anvers. 1654,” while the other is ‘‘Historia Provinciae Paraquariae 
Societatis Jesu. Liege. 1673.” Judging from a marginal note by Locke, 
““Literis ex Paraquaria, de Caiguarum conversione” referred to by him, 
is clearly the former, while the latter was translated into English under 
the title of “‘The History of the province of Paraguay, Tucumany, Rio de 
la Plata, Parana, Guaira, Urvaica, and Chili,” being included in Vol. 4. 
of Churchill’s Collection. A note attached to this translation by Locke 
shows that he is also well-informed of its details. 

A remark given by Locke shows that a record by Simon de La 
Loubére (1642—1729) on Siam and China, which is added in the 4th edi- 
tion and French version of the ‘‘ Essay,” is ‘‘Du Royame de Siam, par M. 
de La Loubére, Enyoyé extraordinaire du roi aupres du Roy de Siam en 
1687 & 1688. 2 tom. Paris. 1691.” A similar record, which is referred to 


2 Haluytus Posthmus, etc. [repr.] . vol. 16. p. 549. 
* Hakluytus Posthumus, etc. [repr.] vol. 16. p. 550. 
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by Locke as the ‘‘ Voyage of l’Evesque de Beryte (Pierre de Lamotte 
Lambert) (?—?)” is perhaps ‘‘Relation du Voyage de Mgr. l’Evesque de 
Beryte par la Turquie, le Perse, les Indes, etc. jusques’au Royaume de 
Siam, et autres lieux. Paris. 1666,” which was written by Jacques de 
Bourges. As is clearly indicated by Locke, the record by Francois 
Timoléon de Choisy (1647—1724) is ‘‘Journal du voyage de Siam, fait en 
1685 et 1686, par M.'Iy. D.C. fi. e. F, T. de Choisy]. ‘Paris’ 1687.7 a tae 
above three publications are all listed in (e) of the list of Locke. 

Lastly, a record on China by Fernandez Navarette (?—1689), which 
is attached to the French version of the ‘‘Essay”, being contained in Vol. 
1. of Chruchills’ Collection, is his. ‘‘Tratados histéricos, politicos y religiosos 
de la Monarchia de China: descpipcion breve de aquel impreros...con nar- 
racion...de varios sucessos, y cosas singulares de otros reynes, y diferentes 
navegaciones... Madrid. 1676.” Judging from Locke’s remark attached to 
the Collection, Navarette’s ‘“‘Historia Cultus Sinensium” indicated by 
him, deals with the discussions on the worshiping forms of Chinese people 
among missionaries. 

Again judging from a remark given by Locke, the exposure in the 
fields of desperate patients, which* was referred to by Locke as taking 
place in a region of Asia for rejecting the innateness of practical princi- 
ples, is based upon a record of Johann Griiber (?—?),4 which is included 
in Thevenot’s Collection, while the instance of the Mingrelians is taken 
from another record by Arcangelo Lamberti (?—?),° which is also in the 
same Collection. From another remark by Locke, we are further inform- 
ed that the habit of eating their own children is based upon ‘‘De Nili et 
aliorum fluminum origine. Den Haag. 1666,” by Isaac Vossius (1618— 
1688), while that of Caribees was taken from ‘‘De orbe novo decades. 
Alcala de Henares. 1516 (—1530)®’, by Pietro Martire d’Anghira (1455— 
1526). As indicated by Locke himself he made use of Garcilasso de la 
Vega’s (1539—1568/1616) ‘‘Prima parte de los Commentarios realés que 
tratan del origen de los Yncas, reyes que fueron del Peru, de su idolatria, 
leyes, y gobierno,...y de todo lo que fue aquel Imperio...escritos por el 
Ynca Garcilasso de la Vega, natural de Cozco...Lisaboa. 1609”, in particular 
“Historia general del Pert, trata el descubrimiento del, y come lo 
ganaron los Espafioles,...Escrita por el Inca G. de La Vega,...Cérdoba. 
1619”, which constitutes the second part of the former. As imagined from 
the name of the native tribe ‘‘Tououpinambos”, as well as from a 
remark by Locke, the custom of respecting the eater of one’s enemy was 


‘ The original edition: ‘‘ Viaggi del P. Giovanni Grueber tornando per terra de China in 
Europa [scritto da L. Magalotti].’’ [Paris. 1672]. 
* The original edition: ‘‘Relatione della Colchied hoggi detta Mengrelia, nella quale is 


tratta del Vorigine, constumi e cose naturali di quaei pasesi, etc.’’ Napoli. 1654. 
§ An extract of this is included in Vol. 3. of Ramusio’s Collection above listed in (b) i.e. 
“Delle navigationi & viaggi, raccoolte da M. Gio. Ramusio.’’ 3 vols. Venezia. 1613. 
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‘known from the same Ch. 16. of the afore-mentioned record of de Lery. 


Lastly, the record by Martin von Baumgarten’ about the Turkish saints 
is included in Vol. 1. of Churchills’ Collection, being translated into En- 
glish. It is, however, unknown to us what kind of relation is in existence 
between a letter of Pietro della Valle (1586—1652) attached to the French 
version and his well-known ‘“‘ Viaggi...divisi in tre parti, cioé la Turchia, la 
Persia, e l'India. 3 pti. Roma. 1650,” contained in Thevenot’s Collection. 
(To be continued.) 


7 The original edition: ‘‘Martini a Baumgarten in Braitenbach, _equitis ; germani...Peregri- 
natio in ASgyptum, Arabiam, Palaestinam et Syriam...opera M. Christophori Donaveri,.,.Prae- 
fixa est quitis vita, eodem auctore...’’ Nuernberg. 1594. 


ACCOUNTING CLASSIFICATIONS OF ASSETS 


By Tosuio Iino 


Assistant Professor of Accounting 


I. Introduction 


Various classifications have hitherto been and are proposed of the 
credit side of the balance sheet, which are called assets. In this paper, we 
shall firstly be concerned with why such classifications have been and are 
made. Taking into consideration the fact that much importance is at- 
tached to the income statement not only among the related circles of our 
own, but also among those abroad in recent times, we shall further inquire 
into the problem, whether or not the proposed classifications are complete. 
It will also be studied that what kind of classifications should be employed 
of the items of the balance sheet and how shall we understand the 
balance sheet from such a view-point. 


Il. Cash and non-cash assets 


As is well-known, the decision of the German Imperial Supreme Court 
on 3 December, 1873, was the first official statement to the balance sheet 
controversy (Bilanzstreit) in Germany. According to the decision, the 
value, which are attached to the assets and liabilities at the balance sheet 
date (die Werte, welcher thnen zur Zeit der Aufnehme beizulegen ist) in 
accordance with the provison of the Clause 2, Article 31 of the German 
Common Commercial Law, is the present objective value (gegenwirtigen 
objekte Werte) and anything to be evaluated should be evaluated by such 
a standard. In other words, assets are classified into two categories, to 
one of which belongs those to be evaluated, while to the other belongs money 
(Geld). In fact, one and the same evaluation is made of any assets other 
than money, if we observe this provision. 

Then why did they come to such a conclusion? As many observers 
have pointed out, the very thing looked for by such a decision was the 
safety of transactions or the protection of creditors. The deepest concern 
of creditors is neither the price at which the assets belonging to the con- 
cern were purchased, nor the forms, which these assets are taking for the 
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moment, but the debt-paying-ability. However, some assets of the concern 
are available for the payment of the debts, while the other are not unless 
they are sold or collected. According to the objective value theory (Ob- 
jektive Werttheorie), assets are thus classified with respect to their evalua- 
tion into cash and non-cash assets. Whether evaluation is necessary or 
not is the standard by which assets are classified. 

It is further to be remarked in this connection that not only the assets 
for immediate sale but also for use are all evaluated by their realizable 
value at the blance sheet date, because the present value (gegenwiirtige 
Werte) means that to be obtained by the assets (gu dem sich hieraus 
ergebenden Werte). Principle of liquidation is therefore assumed here. In 
fact, the dissolution of the concern is presupposed in this classification of 
assets.! 


Ill. Cash assets, inventories and capital assets 


However, more organic organization of capital and deeper insight into 
the accounting on the part of the management induced some criticisms 
to the objective value theory above mentioned. Such a tendency was 
further promoted by an inflation, which took place as a result of the 
Franco-Prussian War. In fact, the introduction of modern technology: 
into enterprise induced the increase of fixed assets as well as that of 
enterprise assets, of which quantitative and qualitative change made it 
difficult or almost impossible to evaluate each asset by its respective 
objective value. For example, railway companies, which were by this 
time one of the biggest industries, became more interested in the net 
income rather than the debt-payment-ability as provided for in the law 
and at the time of inflation it was much more than the expectation of 
managers if their assets were evaluated by their objective value. Substi- 
tuting the objective value theory, which represented the interest of creditors, 
the so-called subjective value theory (Subjektive Werttheorie) was proposed 
advocating the classification of assets in accordance with the purpose of 
their possession and the interest of the respective concern.’ 

The theory was first proposed by Hermann Scheffler? and later elabo- 


1 As to the objective value thoery, see Passow, R., Die Bilanzew der privaten und éffentli- 
chen Unternehmung, Bd. I. 2nd ed., Leipzig, 1920, p. 90 ff. 

2 As to the failure of the objective value thoery and the formation of the subjective value 
theory, see Kovero, Ilmari, Die Bewertung der Vermigensgegenstinde in dem Jahresbilanzen 
der privaten Unternehmungen, Berlin, 1912, p. 91 ff. , 

8 As to the details of Scheffler’s theory, see Scheffler, H., ‘‘Uber Bilanzen’’ in Vierteljahr- 
schrift fiir Volkswirtschaft, Politik und Kulturgeschichte, Bd. 62, Berlin, 1879, Walb, E., 
“‘Zur Dogmengeschichte der Bilanz von 1861-1919”, Festschrift fiir Eugen Schmalenbach, 
Leipzig, 1933., pp. 7-17. 
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rated by Hermann Veit Simon.* As in the objective value theory, they 
classified assets into cash assets and non-cash assets.of which no evaluation 
is required. In the objective value theory, no further classification was 
attempted to the latter, but in the subjective value thoery they are classi- 
fied into inventories (Veriusserungsgegenstiinde or Verkehrsgegenstiinde) 
and capital assets (Gebrauchsgegenstinde). It should be noted that the 
proposal of such a classification of assets was made from the standpoint of 
management. 


ITV. Current and non-current assets 


In America, assets are in general classified into current assets, fixed 
assets and deferred charges. This classification is also widely in use in 
our country, Japan. It is not clear when such a classification was first 
introduced in the American accounting. It is however certain that this 
was already in use in the blance sheet recommended by the Federal Re- 
serve Board in 1917. Even before this year, it had been in use ever since 
James Buell, President of the Importers and Traders National Bank of 
New York City, had approved in 1870’s the advancement by single name 
papers. When an advancement was applied by such a procedure, the bank 
requested the applicant to submit the balance sheet and other financial 
statements for analyzing and investigating his financial condition. Model 
forms of such statements were often prepared by the bankers’ association 
in each state and the National Association of Bankers for the distribution 
among their member banks. It was on the same reason that the Federal 
Reserve Board prepared the above-mentioned balance sheet.° 

There is a question why such a classification has been and is made in 
America. There is further a question whether these categories were intro- 
duced for distinguishing them from each other for a mere convenience or 
for some more fundamental reasons. 

In America up to the end of 1920’s almost every enterprise provided 
working fund in terms of short-term credits and the length of its fiscal 
year was one year. When an advancement was applied, one of the most 
important informations on the debt-paying-ability of the applicant company 
was that on the relation between the gross amount of liabilities which 
should be met in the next fiscal year and the gross amount of assets which 
would be collected or realizable in the same year. The liabilities and 


‘ As to the details of Simon’s theory, see Simon, H,. Die Bilanzen der Aktiengesellschaften 
und der Kommanditgesellschaften auf Aktien, 4th ed. Berlin 1910, Walb, E., op.cit., pp.18—36 
Barth, K., Die Entwicklung des deutschen Bilanzrechts, Bd. I., Stuttgart, 1953, p. 158 ff. 

5 As to the role played by banks for the uniform accounting system in America, refer for 
instance to: Foulke, Roy, A., Practical Financial Statement Analysis, 2nd ed., New York 
1950, pp. 13—21. 
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assets were thus divided. according as they are to be met or collected in the 
next fiiscal year or not. Liabilities are accordingly classified into current 
and fixed, the former of which are mostly met by current assets. This 
is one of the reasons the working capital and current ratio are used in 
America in measuring the debt-paying-ability. 

As is shown above, the classification of assets in America is made on 
the same basis as that of liabilities, which is in turn made in accordance 
with the date of maturity. In such a classification, the most important is 
the division of the assets into those corresponding to the current liabilities 
and those not. Then, why non-current assets are further divided into the 
fixed and deferred charges which include prepayment and deferred assets ? 
They are a sort of assets in accounting based on acctual basis or the 
principle of smoothing of periodic cost or income. ‘These assets are further 
characterized by their lack of cash value. There are therefore two kinds 
of non-current assets, one of which has the cash value, while the other 
has not. The former is naturally available for meeting liabilities, while 
the latter is not. This seems to be the reason for the division into two 
categories of non-current assets. 


V. Property calculating thought in the 
classification of assets 


The above-mentioned are some of the important classifications, which 
have been proposed so far. As is clear from the above, the objective value 
theory and American-type classification, which respectively opposes cash or 
current assets to non-cash or non-current ones, are all based upon the 
standpoint of creditors and originating from the measurement of the debt- 
paying-ability. 

There are of course some differences between these two classifications. 
Although the payment of liabilities is in anticipation in both of them, no 
further division is attempted by the objective value theory while the 
classification prevalent in America proposes a further division of assets. 
As was already pointed out, the objective value theory measures the debt- 
paying-ability of a concern presupposing its ultimate liquidation, while the 
American-type classification which divides the assets according as they 
are or not immediately available for meeting liabilities is more interested 
in measuring the ability of a going concern. The motive for proposing 
such a classification is clearly seen in the fact that deferred charges are 
recognized as a part of assets in spite of their lack of any cash value. It 
is needless to say that deferred charges are regarded as asset only from 
the standpoint of the continuity of the concern. 

' The liquidation and continuity of the concern are therefore the respective 
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presupposition of these two classifications of assets. However, they are not 
different, as far as they are mostly concerned with the measurement of the 
debt-paying-ability from the standpoint of creditors. In fact, both of them 
calculate the debt-paying-ability in connection with the assets possessed by 
the concern. These classifications can therefore be called the classification 
of assets based on the property calculating thought. Then, what idea will 
lie in the classification of assets from the standpoint of the subjective 
value theory ? 

As above-mentiond, assets are classified into inventories and capital 
assets from the standpoint of the subjective value theory. It is further to 
be remembered that the subjective value theory was first proposed as a 
reaction to the objective value theory. More specifically, the subjective 
value theory was proposed for endorsing depreciation which was at that 
time already in use by some concerns. As this classification is made in 
connection with their evaluation it may be said that it is the classifica- 
tion based upon the property calculating thought or the interest of creditors 
just like the two above mentioned, although it appears to represent the 
interest of management as well. 

As is clear from the above, the classification of assets hitherto proposed 
have mostly been made from the view-point of property calculating thought 
being only interested in assets and liabilities, occasionally in the former 
only. Their standpoint is therefore that of the balance sheet. However, 
the increase of the capital assets in concerns has brought about the ra- 
tionalization of management after the World War I in Germany, the 
protection of investors in America after the panic in 1929 and the 
americanization of accounting in Japan after the World War II, which 
is characterized by the publication of ‘‘business accounting principles’, all 
of which have contributed to the over-all renovation of accounting. In 
ther words, the income statement view-point has become more prevalent 
than the balance sheet view-point with more emphasis upon the cost 
approach than upon the value approach. Such a shift was fairly 
completely carried out in such fields of accounting as the measurement of 
deferred charges in a broad sense at the end of a fiscal period and some 
studies on cost and revenue. But almost no analogous shift of view-points 
has been attempted so far with respect to the classification of assets. In 
fact, the classification of assets based on the property calculating thought is 
still remaining prevalent not only in this country but also in America, in 
spite of the appearance of the accounting theory of the income statement 
view-point. Such a tendency is sometimes characterized as the “splitting 


phenomena in accounting”’.’ 


® May, George O., Financial Accounting, New York, 1946, pp. 7—9. 
* Yamashita, Katsuji, ‘‘Split Phenomena in Accounting’’ (in Japanese), Katkei (Accounting), 
Vol. 67, No. 1, Jan. 1955. 
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VI. The balance sheet and the income statement 
view-point im accounting 


What will be the classification of assets or the credit side of the 
balance sheet from the income statement view-point? Before inquiring into 
this problem, the income statement view-point itself will be briefly outlined. 

Is it well-known that there are two methods to calculate periodic 
income in accounting. The one is concerned with the balance of the re- 
spective net worth at two different times such as the beginning and the 
end of a fiscal period, while to the other the income means the revenue 
raised for a fiscal period with the reduction of cost. They are respectively 
called the “‘increase in net worth test” (Distanzrechnung or Reinver- 
mogenzugangstheorie) and the ‘“‘realization test” (Awfbauenderechnung). 
As the net worth in the increase in net worth test is the difference 
between assets and liabilities, the former method has strongly based on 
the balance sheet view-point and the net income as described in the balance 
sheet has hitherto been calculated in such a way. If we adopt this 
method, it is required to describe all the assets and liabilities in the 
balance sheet, because net income is the difference between the net worth 
at the end of the period and that at the beginning of the period plus 
and/or minus the variation of capital stock and capital surplus which has 
taken place during the period. The net income thus calculated is nothing 
but a result of the calculation, while the income statement is prepared for 
the purpose of clarifying and analysing its generation. If this is the case, 
the income statement serves only as a schedule attached to the balance 
sheet. Moreover, the assets are described in the balance sheet in a dif- 
ferent evaluation from that in their ledgers. In fact, the assets are here 
taken care of not as bearers of cost or price, but as that of value. This 
is the reason why such approach is called value approach. 

' With the growing of mechanization of industries, and with corporate 
organizations becoming constantly larger, more completely integrated and 
more complex, the income calculation by the increase in net worth test 
has become difficult or almost impossible as far as the evaluation of 
assets is presupposed. From an accounting standpoint, the distinguishing 
characteristic of business today is the extent to which expenditures are made 
in one period with the definite purpose and expectation that they shall be 
the means of producing profits in future; and how such expenditures shall 
be the means of producing profits in future; and how such expenditures 
shall be dealt with in accounts is the central problem of financial accounting. 
However, various evaluating procedures hitherto proposed are not available 
in determining the proper amount of these expenditures to be deferred as 
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assets to the next period. Furthermore, the task of appraisal would be too 
vast, and the variations in appraisal from year to year due to changes in price 
or changes in the mental attitude of the appraisers would in many cases 
be so great as to reduce all other elements in the computations of results 
of operations to a relative significance. Consequently, only a little impor- 
tance can be attached to the amount of net income thus calculated. This 
being the case how much of a given expenditure of the current or past 
year shall be carried forward as an asset has now become one of the most 
important problems of financial accounting.’ As a result, the income state- 
ment should now be prepared taking into consideration reveniie and cost, 
which are the very sources of net income. Moreover, it is one of the purposes 
of the income statement to match cost with revenue in the actual calculation 
of income with a view to deferring a part of the expenditure to the 
future fiscal periods. This is the reason why such an approach is called 
the income statement view-point or cost approach. 


VII. The classification of assets from cost approach 


~ 


What will be the classification of assets from the income statement 
view-point or cost approach? Further, what will be the relation between 
balance sheet and income statement from this point of view ? 

The income for a period is the difference between positive and nega- 
tive elements which are respectively called Leistung and Aufwand, or 
accomplishment and effort,!? when it is taken up with respect to its 
source or generation. In actual calculation, it is required to represent 
them in figures. There are two methods of measuring them. One is the 
measurement in terms of their value, while the other is that in terms of 
their price. Leistung or accomplishment and Aufwand or effort should be 
measured not by the value but by the cost, because they are both the 
value created or compensated for another value.4! It is, however, difficult 
to measure value. Under the modern business accounting system, which 
presupposes auditing and puts an emphasis upon verifiable and objective 
evidences, cost takes the place of value as the standard of measurement. 
The accomplishment thus measured and the accompanying effort are re- 
spectively called revenue and cost.!2 As the cost is measured in practice 


5 As to the history of such a view-point, refer for instance to: Audit of Corporate Accounts, 
which is attached to a letter submitted to the New York Stock Exchange Committee from the 
Stock Exchange Special Corporating Committee of the American Institute of Accountants. The 
full text of the letter is reprinted in George O. May, op. cit., pp. 72—85. 

® Schmalenbach, E. Dynamische Bilanz, 10 th ed., Bielefeld, 1947, p. 34 ff. 

70 Paton, W. A. and Littleton; A. C., ’An Introduction to Corporate Accounting Siondarae 
Chicago, 1940, p. 14 ff. Littleton, aN Cy, Structure of Accounting Theory, Chicago, 1953, p. 25 ff. 

zc Schmalenbach, E., op. cit., p. 39. 

12 Paton, W. A. and Littleton, IAS CS ops cite, pid: 
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by receipt and disbursement, the periodic income is calculated by the com- 
parison of the revenue measured by receipt with the cost measured by 
disbursement. In other words, the income is determined in connection 
- with receipt and disbursement. 

Therefore, it is remarked that according to the actual basis, receipt 
or disbursement for a period is not always revenue or cost of the period, 
a part of them being carried to the future periods. 

Firstly, we shall be concerned with the relation between the periodic 
receipt and revenue. 

(1) There is receipt, such as procured capital and loans, which have 
nothing to do with revenues. (“‘receipt, non-revenue” or ‘‘current receipt, 
non-revenue ”’) 

(2) There is receipt, which is revenue for the period. (‘‘ receipt, 
revenue” or “‘current receipt, current revenue’’) 

(3) There is receipt, such as the advancement of rent and interest, 
which constitute the advancement of revenues. (“‘receipt, not yet revenue” 
or ‘current receipt, future revenue”’) 

(4) There is revenue, which is not received. This group of revenue 
is wider than so-called ‘‘accrued revenue”, as it includes accounts receivable 
and soon. (‘‘revenue, not yet receipt” or ‘“‘current revenue, future receipt.”) 

Almost the same relation lies in between the periodic disbursement 
and the periodic cost. 

(5) There is disbursement such as the deposits by cash and credits, 
which have nothing to do with costs. (‘‘disbursement, non-cost” or cur- 
rent disbursement, non-cost”’) 

(6) There is disbursement, which is cost for the period. (‘‘disburse- 
ment, cost” or ‘current disbursement, current cost”) 

(7) There is disbursement, which is not included in the cost for the 
period. This group of disbursement is wider than what is usually called 
prepaid expense, such as prepaid premium and rent. In these are included, 
for instance, buildings and commodities, for which the payment was 
made, being called ‘‘deferred assets”. (‘‘disbursement, not yet cost” or 
“current disbursement, future cost’’) 

(8) There is cost which is not paid. This is wider than accrued ex- 
penes as it includes the disposed commodities, for which the payment is 
not yet made. (‘‘Cost, not yet disbursement” or ‘“‘current cost, future 
disbursement ”’) 

Of these items, those related to the revenue and the cost of the period in 
question are (2) ‘‘receipt, reveune” as well as (4) ‘‘revenue, not yet receipt”, 
which are counted as revenues in the income statement and (6) ‘‘ disburse- 
ment, cost” as well as (8) ‘‘cost, not yet disbursement” which are counted 
as costs in the income statement. They are however not the exhaustive 
enumeration of all the items relevant to the income statement. In fact, 
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there are items belonging to (3) or (7) in the previous period being deferred 
to the period in question as belonging to revenue or cost in this period. 
They should also be taken into consideration in preparing the income state- 
ment. The income statement therefore takes the following form: 


Income Statement 


(6) Current cost, current disbursement (2) Current revenue, current receipt 
(8) Current cost, future disbursement (4) Current revenue, future receipt 
Current cost, previous disbursement Current revenue, prévious receipt 


Net income 


6é 


Nevertheless, there are some such as (1) ‘‘receipt, non-revenue” and (5) 
“‘disburesement, non-cost’”’, which are not relevant to the income statement 
being neutral to the calculation of the net income. There are further some 
such as (3) ‘‘receipt, not yet revenue”, (4) ‘“‘revenue, not yet receipt”, (7) 
“disbursement, not yet cost” and (8) ‘‘cost, not yet disbursement”, which 
are not settled to the calculation of net income. They stand in a relation 
to the receipts and disbursements for the present period but similar ones 
are in existence with respect to the previous periods. In fact, it is the very 
task of balance sheet to transfer them to the next period. Because of 
its function, balance sheet is called cost-pool (Kostenspeicher) or periodic 
buffer (Periodenausgleichspuffer). In the balance sheet, which is prepared 
upon the basis of the receipt and disbursement, (1) ‘‘receipt, non-reveune” 
and (3) ‘‘receipt, not yet reveune ‘‘ are reduced from the receipt, while (4) 
““reveune, not yet receipt” is added to it. On the other hand, (5) “‘dis- 
bursement, non-cost” and (7) ‘‘disbursement, not yet cost” are reduced 
from the disbursement, while (8) ‘“‘cost, not yet disbursement” is added 
to it. Thus the balance sheet takes the following form: 


(Receipt) Balance Sheet (Disbursement) 
nN Receipt (1) Receipt, non-revenue 
(4) Revenue, not yet receipt (3) Receipt, not yet revenue 
(5) Disbursement, non - cost Disbursement 
(7) Disbursemnt, not yet cost (8) Cost, not yet disbursement 
| Net income 


Section A culculates revenue, section B cost and, needless to say, the 
balance between them is the net income. To make the amount of both 
sides of balance sheet equal, it is written to the disbursement side. In the 
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balance sheet such as above-shown, the difference between the receipt and 
the disbursement is cash. It should therefore be changed into the one as 
shown below: 


Balance Sheet 


Reyenue, not yet receipt Receipt, non-revenue 


(4) 
(5) 


(7) 


Disbursement, non-cost Receipt, not yet revenue 


Disbursement, not yet cost 


Cash 


Cost, not yet disbursement 


Net income 


The balance sheet of this form is not however perfectly complete, 
because there are in addition to the above enumerated items the cash defer- 
red from the previous period and unappropriated earned surplus, while there 
are some receipts and disbursements transferred from the previous period 
which are not yet settled in the current period and to be transferred to 
the future. Such being the case, the balance sheet will become as the 


following form: 


Balance Sheet 


(5) Current disbursement, non-cost (1) Current receipt, non-revenue 
Previous disbursement, non-cost Previous receipt, non-revenue 

(4) Future receipt, current revenue (8) Future disbursement, current cost 

(7) Current disbursement, future cost (3) Current receipt, future revenue 


Previous receipt, future revenue 


Previous disbursement, future cost 


Net income 


As pointed out above, the income calculation is made from the in- 
come statement view-point with respect to the receipt and disbursement 
calculation. From such a point of view, is it not possible to further 
simplify the items of the above balance sheet? In a balance sheet of 
the above form, not only (4) ‘‘future receipt, current revenue” (‘‘revenue, 
not yet receipt”), but also (5) ‘‘current disbursement, non-cost” and 
‘‘previous dibursement, non-cost” are counted as receipt in the form of 
the collection of loans and withdrawing of deposits. They all, in the 
long run, become cash. Combined together, they can be called ‘‘deferred 
charges to cash or receipt in the future.” In contrast to them, (7) “‘current 
disbursement, future cost” (‘‘disbursement, not yet cost”) and “‘ previous 
disbursement, future cost’ can be called ‘‘deferred charges to future 


| 
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revenue” or ‘‘future cost”. Such an improvement was already attempted 
by St. Gilman.#® ae 

If this principle is applied to the credit side, (1) ‘‘current receipt, non- 
revenue” (‘‘receipt, non-revenue”) and ‘“‘ previous receipt, non-revenue” 
as well as (8) ‘‘future disbursement, current cost” (“‘cost, not yet dis- 
bursement”’) are included in ‘“‘the credit charges to cash” as possibly 
involving the ‘“‘future disbursement” in cash such as the returning of 
debts, while (3) ‘“‘current receipt, future revenue” (“‘receipt, not yet 
revenue”) and ‘previous receipt, future revenue” are counted as “‘future 
revenue” or ‘“‘credit charges to future revenue.” In addition, we should 
take into consideration previous net profits. Taking all these into con- 
sideration, the balance sheet should take the following form: 


Balance Sheet 


Future receipt Future disbursement 

Future cost Future revenue 

Cash Previous net income 
¥ Net income 


From the income statement view-point or cost approach, the credit 
side of the balance sheet i.e. assets are divided into (1) cash, (2) the 
future receipt or cash and (3) the future cost. 


VIII. Conclusion 


As is clear from the above, all the classifications of assets hitherto 
proposed have been based upon the balance sheet view-point or value 
approach, whether the expounder is conscious of such a basis or not, 
although some of them are inclined to the standpoint of creditors, while 
others are more or less for the interest of management. It is therefore 
natural to raise a question, why the view quite antagonistic to the in- 
come statement view-point or cost approach is still hold by the majority 
of accounting circles in spite of their apparent interest in the income 
statement view-point. 

The accounting theory based upon balance sheet puts emphasis only 
upon the measurement of value, i.e. the calculation of net worth or 
capital and does not attach so much importance to net income, which 
appear secondarily as their difference. In such a situation, the income 
statement is therefore nothing more than an statement of analysis or the 
schedule of the net income for the period, which appears as an item of the 


** Gilman, St., Accounting Concepts of Profit, New York, 1939, pp. 300—304. 
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balance sheet. In contrast to such balance sheet view-point, the income 
statement view-point makes the calculation of net income with respect to 
the calculation of receipts and disbursements. This view-point or ap- 
proach does not make any distinction between the balance sheet and the 
income statement, as has been made hitherto, and tries to understand them 
in organic relations. In reality, such a movement is still remaining only 
a slogan and almost no attempt is being made from this view-point to in- 
quire into the very nature of the balance sheet and accounting itself. 
However it does not follow that any work has not been attempted; 
but regret’ to say, they are very few in number and have not been so 
successful. For instance, Dr. E. Schmalenbach, who was the first to show a 
schema of the balance sheet from the income statement view-point, failing 
to understand the essential of the income culculation which are carried on 
about the receipt and disbursement, tried to explain the cash items appearing 
necessarily as a result of the calculation of net income by means of the 
receipt and disbursement by that, well-known statement for its distortion: 
“If we suppose that money is bought at its value or obtained by ex- 
change, the possession of money is originating from disbursement. The 
possession of money therefore means accomplishment of a property, which 
was purchased but not in use.’”!* It is the same with the view of Dr. 
Tetsuzd Ota. According to him, money is divided into a part to be 
appropriated for dividends and other forms of disposing profits and another 
to be kept for the purchase of raw materials and salaries of the employees 
and so on. In view of its function as a correspondent to future costs, the 
former is called by Dr. Ota assets which will be cost at all. His theory 
is therefore another example of distortion similar to that by Dr. Schmalen- 
bach.© If we are more thoroughgoing in the income statement view-point, 
such a distortion is useless and it is easily seen, why these authors were 
forced to resort to such a distortion. In fact, in the new edition of his 
““Dynamische Bilanz”, Dr. Schmalenbach regards liquid assets (Liquide Mittel) 
and capital (Kapital) as the items which need not any explanation. Indeed, 
this is an improvement but it is regrettable that net income is included 
in capital.® This new schema of the balance sheet proposed by Dr. Sch- 
malenbach does not sufficiently meet the requirement of the income state- 


14 Schmalenbach, E., op. cit., 7th. ed., Frankfurt. a. m., p. 119. 
16 Ota, Tetsuzd, Studies on Accounting, Vol. 1, (in Japanese), Tokyo, 1953, p. 92. 
16 Schmalenbach, E., op. cit., 10th ed., Bielfeld, p. 30. f ut 
His schema of the balance sheet is respectively as follows in the old and new edition. 
Balance Sheet 


1. Disbursement, not yet cost 6. Cost, not yet disbursement 

2. Revenue, not yet receipt 7. Receipt, not yet revenue 

3. Disbursement, not yet receipt 8. Receipt, not yet disbursement 
4. Revenue, not yet cost 9, Cost,not yet reveune 

5. Cash 


7 th: ed., p; 120, 
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ment view-point. . 

Some ten years have past ever since the importance of the income 
statement view-point was stressed in this country, Japan. There are of 
course many problems to be solved in accounting. However, the reorgani- 
zation of the accounting theory from such a standpoint is one of the most 
important and difficult problems still remaining, with which we are con- 
fronted at present. 

This treatise is only a little contribution of the author to the task 


imposed to us now. 


Balance Sheet 


Capital 

Cost, not yet disbursement 
Receipt, not yet disbursement 
Cost, not yet disbursement 
Receipt, not yet disbursement 


Liquid assets 

Disbursement, not yet cost 
Disbursement, not yet receipt 
Revenue, not yet cost 
Revenue, not yet receipt 


Sah Shs 
Be CN 


10th ed., p. 30. 
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